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Website analysis 
Tracking what users do, 
not what they say 
Technology, Page 22 



South Korea 
IMF prescription caused 
needless pain 
Martin Wolf, Page 2 
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Kosovo massacre 
may prompt calls 
for Nato action 
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Goldman Sachs 
appoints 160 new 
managing directors 
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A massacre of Kosovan women 
and children, allegedly committed 
by special police unite, has over- 
shadowed Serbia's announce- 
ment of a ceasefire and might 
add to calls for Nato intervention. 
Page 3 


?■ ywtilnift*- 

-t. 

T*"! ■ 'w 

f -ft'C-M \T HBri 

m'-fv-iy 

'• 1 - 

i.T,. 

14* . ; -—«-(■ 

>-'■*- 

..J 

■****■ -.• r : 

*•> jp. *» •<*».. *»» r 

.«&*#* & T-Us 

9fc Ifcjtfu* 

i.> j#-' ' ;*»' 5,-. 

«*^v*S* -rtsi kr. 


***** > 

4>- 

j'dp*. •>** 

v*v. 

* ; w»c^'»sr: 

pr 

. .. V _ 


to, aMer 



THE RIGHT 

MEASURE 

M INVESTMENTS. 



DOX* 


***».*• **-" 

to**** •**“ •-* ■ ' 


ScfrrSder makes jobs a priority 
Gerhard Schroder, Germany's 
chancellor-elect, pledged to taka 
a visible and active role in creat- 
ing jobs, warning his government 
would be judged at the next 
election on its record for cutting 
unemployment Page 2 

Concern over US defence readiness 
The chairman of the US joint 
chiefs of staff. General Henry 
Shelton, said the armed forces 
were showing "increased signs of 
serious wear," and there was evi- 
dence that their long-term health 
was in jeopardy. Page 3 


France cautioned on genetic crops 
The European Commission indi- 
cated France's decision to delay 
authorisation for the marketing of 
a genetically modified maize 
developed by Switzerland’s 
Novartis might be illegal under 
European Union law. 


Possible post for Israeli hanflmer 
Benjamin Netanyahu, the Israeli 
prime minister, may offer hard- 
liner Ariel Sharon the post of for- 
eign minister in a bid to buy off 
Jewish settlers who are threaten- 
ing to topple the government. 
Page 4 


Japan ponders N Korea funding 
Japan is ready to consider lifting 
its freeze on funds for building 
light-water nuclear reactors in 
North Korea, foreign minister 
Masahiko Komura said. Page 6 

Cognac growers in tax protest 
Cognac grape growers blocked 
roads in the region to demand 
state aid and tax cuts to 
help them cope with declining 
safes. 


Kyrgyzstan to join WTO 
Kyrgyzstan wHJ be admitted to 
die World Trade Organisation on 
October 14, becoming the first 
ex-Soviet nation to join the trad- 
ing group. 

Albanians choose successor 

Albania's ruling Socialists nomi- 
nated Pandeli Majko, the party's 
secretary- general, to succeed 
Fatos Nano as prime minister 
heading a five-party coalition. 
Page 3 

Moscow faces rabies threat 
Some 60 rabid animals have 
been identified in the Moscow 
region this year, raising fears of 
an epidemic of the kind last seen 
In the chaotic period after the 
second world war. 


EU and Africa launch trade talks _ 
The European Unfan and 71 Afri- 
can, Caribbean and Pacific coun- 
tries today launch negotiations 
on .a sweeping shake-up of the 
Ldirvb Convention, their 23-year- 
old trade- arid-aid agreement 
Page 5 

Rethink sought on debt reffef 
The framework for poor country 
debt relief put in place by the 
Worid Bank and International 
Monetary Fund two years ago 
"needs to be substantially . 
improved", according to Com- 
monwealth officials. Page 4; 
Strains showing. Page 13 ' 

Viewers baBc at hamster death 
A television advertiserrient for 
Levi's jeans featuring the death 
of a hamster set a British record 
for viewer complaints. 


Goldman Sachs, the investment 
bank, has appointed 160 new 
managing directors who win be 
eligible for the firm’s highly 
prized partnerships, due to be 
handed out next month. The 
move comes as the firm seeks to 
retain staff. Page 15 

ETTAS, the European Federation 
of Financial Analysts Societies, 
has ordered members to quote 
investment fund values and per- 
formance numbers In euros from 
January 1 when European mone- 
tary union is launched. 

Barry Riley, Page 15 

Luigi Fausti, chairman of Banca 
Commercials I tali ana, was forced 
to step down in a fierce board- 
room showdown engineered by 
Mediobanca, the Milan invest- 
ment bank trying to forge a 
merger between BCI and Banca 
di Roma. Page 15 

Daiwa Securities, Japan's 
second-largest broker, is to cut 
at least 800 of its 1,800 overseas 
staff before April as part of a 
large scale-back of its interna- 
tional operations. Page 15 

Metra, the Finnish engineering, 
ceramics and steel group, 
warned that Asian problems and 
cost overruns would undermine 
profits at WSrtsiia NSD, its 
largest division. Page 20 

Carmakers in Australia may be 
forced to suspend production 
after last week’s explosion at a 
gas processing plant in Victoria 
state crippled the region's indus- 
try. Page 16 

Ericsson, the Swedish telecoms 
group, announced the departure 
of Infocom Systems divisional 
director Anders I gel. His Job is 
expected to disappear under 
restructuring. Page 18 

Alitalia, the Italian national airline, 
showed further signs of a turn- 
round which started eight _ 
months ago with an 83 per cent 
increase in underlying first-half 
profits. Page 18 

FfirenfngsSparbanksn, the 
Swedish lender, lifted its stake in 
Hansapank, Estonia’s largest 
bank, to almost 50 per cent after 
buying out a minority stake held 
by Swedish rival SEB. Page 18 

UB$*s two top executives moved 
to shore up morale at the 
embattled bank as Switzerland's 
chief banking regulator ques- 
tioned its risk management and 
controls. Page 18 

World shipping may need to raise 
up Ip SIBObn over five years to 
■finance the purchase of vessels, 
according to Drewry Shipping 
Consultants. Page 5 

OSvetti has narrowed Its pre-tax 
loss for the first half year to 
LB9bn (553m) from the L334bn 
posted for the same period of 
1997. Page IB 

Bnbraer, the Brazilian aircraft 
manufacturer, is in talks with for- 
eign manufacturers about a pos- 
sible partnership involving the 
sale of a minority stake Page 17 

Philips, the Dutch, electronics 
group,, agreed the sate of part of 
its components activities for 
around R Ibn (S500m). Page 18 


Fed reduces 
interest rates 
in response to 
global turmoil 


Quarter-point cut first for three years 
but markets remain largely unmoved 


By Gerard Baker In Washington 


US Federal Funds target rate 

Percent 


increasing weakness in foreign 
economies”. It added that policy- 
makers were concerned about 
tightening credit conditions in , 
the United States. 

The cut marked a shift in Fed 
policy for the first time in a year. 
Interest rates were last changed 
in March 1997, when the central 
bank raised the Fed funds rate in 
a pre-emptive strike against infla- 
tionary pressures. The last time 
tbe Fed lowered rates was in 
early 1996. 

US stocks initially reacted neg- 
atively to the news, while bond 
prices rose. Investors had been 
hoping for a bigger cut in recog- 
nition of the severity of the 
global economic crisis. The Dow 
Jones Industrial Average was 
down about 60 points on the day 
about an hour before the close. 

But a bigger interest rate move 
would have been out of line with 
past practice and might have sig- 
nalled to the markets that policy- 
makers had become alarmed 
about international economic 
conditions. When the Fed has 
changed the direction of its pol- 
icy in the last few years it has 
tended to take it slowly, with just 
a quarter-point move. 

Another factor that restrained 


the Fed was the solid growth of Central Bank might have to cut 


the US economy. In the first six 
months of 1998, the economy 
expanded at an annual rate of 
more than 3 per cent, comfort- 
ably above what most economists 
regard as a sustainable pace. In 


interest rates next year, if the 
uncertainty in international 
financial markets persists. 


Editorial Comment, Page 13 
Lex, Page 14 


Small groups told 
to reveal accounts 


By Jim KeBy 


Euro Prices 


butd cwrency zone, covering foreign' 
exchange, bond and equty markets. • 
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Germany’s secretive small and 
medium-sized companies - the 
mittelsUmd - will be obliged to 
open their accounts to public 
view following a decision by the 
European Court of Justice yester- 
day. 

It is the result of a 15-year cam- 
paign waged by businesses based 
in other European Union coun- 
tries, and will force hundreds of 
thousands of mtitelstand groups 
to fall into line with the rest of 
the EU. 

The German government must 
devise "stronger sanctions” to 
force companies to register their 
accounts publicly. The court was 
told only 10-30 per cent of mittel- 
sUmd companies did go as there 
were no penalties for breaking 
the rules. 

Business organisations around 
Europe were angry members 
could not examine the accounts 
of many German companies 
when making business decisions. 

The court said the German gov- 
ernment had "failed to fulfil its 
obligations” under the European 
directives and provide few “appro- 
priate penalties” to be imposed 
on companies if they did not reg- 
ister. It ordered Bonn to pay the 
costs of the action brought by the 
European Commission. 

EU business leaders were sur- 
prised and delighted by a verdict 
that overturned the opinion of 
the Advocate General: “They had 


they had access to accounts 
everywhere else," said one. 

Only around 10 per cent of the 
600,000 companies In Germany 
obliged to publish their accounts 
do so, compared with 80 per cent 
of those in the UK and France 
and 90 per cent of those in Den- 
mark. 

Germany’s mittelstanel lobby 
had effectively blocked change 
for 15 years, saying disclosure 
would give away sensitive infor- 
mation to competitors and reveal 
directors' earnings. 

“The only people standing to 
benefit from the publication of 
my corporate accounts would be 
my competitors," said a computer 
dealer In Munich before the 
judgement. 

Others said compulsory publi- 
cation had not stopped a string of 
corporate scandals, such as that 
at Polly Peck, a collapsed UK 
conglomerate. 

Under present rules in Ger- 
many, only narrowly defined 
interested groups such as credi- 
tors and works councils can 
oblige companies to register 
accounts, and then oaky by going 
to court. 

The German government 
argued it had enforced EU direc- 
tives by giving interested parties 
access to the accounts. Failure to 
comply with the verdict could 
lead to a fine. Officials expect pri- 
vate legal actions to be launched 
by groups still frustrated by lack 
of access to the accounts of Ger- 


dragged their feet for years while man companies. 
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Los Angeles Opera Today's surveys 

Will Domingo take European Construction 

over Hemmings’ baton? in' -Telecoms ^ 

Arts, Page 1 1 


The US Federal Reserve 
yesterday nudged interest rates fl 
lower for the first time in nearly 

three years in response to the 6 V 

deepening international financial \ — i 

crisis. 4 \ / 

The central bank's open mar- l / 

ket committee reduced the target 2 

for its Federal funds rate - its 

main lending rate - by a quarter 

of one per cent to 5.25 per cent. tggo gi S2 S3 84 95 96 97 ss 

The Fed said the action had . 

been taken “to cushion the rwiiwTi’ 
effects on prospective economic 

growth in the United States cf tbe last few months, the pace 



Malaysia's sa cked deputy prime minister Anwar Ibrahim, dearly showing a black eye, leaves a Kuala Lumpur court 
yesterday after pleading not guilty to charges of corruption and mega! sexual acts. He claims he was beaten 
unconscious after being arrested on September 2a Report. Page 14 Reuters 


seems to have cooled as interna- 
tional conditions have deterio- 
rated but output continues to 
expand. 

A cut in short-term interest 
rates had been widely expected 
following strong hints last week 
by Alan Greenspan, the Fed 
rhairman . that the international 
turmoil was placing greater pres- 
sure than ever on US financial 
markets. 

Yesterday the latest sign of 
weaker economic conditions 
emerged with a report that indi- 
cated consumer confidence fell 
sharply this month. The Confer- 
ence Board, an independent 
research group, said its main 
index of confidence fell by seven 
paints in September, the largest 
one-month drop since January. 

Wolfgang MVnchau adds: In 
Europe, the Fed's move will put 
pressure bn Italy, Spain, Portugal 
and Ireland to cut their 
short-term rates to the level of 
France and Germany, 3.3 per 
cent, but the governing council erf 
Germany’s Bundesbank is expec- 
ted to leave interest rates 
unchanged at its regular meeting 
tomorrow. 

Asenior German central banker 
hinted this week the European 


China orders companies to 
repatriate dollar holdings 


By James Kynga fa Be$ng 


China yesterday ordered local 
enterprises to repatriate by 
tomorrow billions of US dollars 
they are believed to hold ille- 
gally, signalling an intensifica- 
tion in the country's battle 
against an alarming flight of cap- 
ital 

Tbe order was part of a series 
of measures China was taking to 
bolster increasingly fragile confi- 
dence in its currency, the ren- 
minbi, and the wider financial 
system. 

Some of the measures, such as 
a planned crackdown on illegal 
activities among Chinese import 
agents, could significantly dis- 
rupt the operations of foreign 
companies that export to China 
through such agents. Other 
restrictions on foreign companies 
borrowing in renminbi, which 
were also nwTirmnr-ari yesterday, 
might hamper the inflow of for- 
eign investment executives and 
analysts said. 

Wu Xiaoling, the director- 
general of the State Administra- 
tion for Foreign Exchange, 
acknowledged as she announced 
the measures that they would 


“inconvenience” foreign Inves- 
tors, but stressed that China 
remained committed to its “open 
door” policy. 

Ms Wu warned that Chinese 
companies that failed to comply 
with the order on repatriating 
funds would be punished, but she 
did not say how. 

It was unclear how much Chi- 
nese companies have deposited 
overseas but an official newspa- 
per said they beld about $20bn in 
foreign currency. 

Companies use a number of 
schemes to get round a prohibi- 
tion on sending- foreign currency 
offshore for anything hut trade 
purposes. The most common is 
faking customs documents. 

Analysts said a repatriation of 
several billion dollars by tomor- 
row could have an impact on 
Hong Kong, where much of the 
money is believed to be kept 

China hopes that the measures 
will ease market pressure on the 
government to devalue the ren- 
minbi by curbing capital flight 
and boosting domestic foreign 
exchange reserves. 

Although the renminbi is offi- 
cially fixed at about RMB8.28 to 
one US dollar, the currency’s 


black market rate is now at its 
lowest level this year. 

Ms Wu yesterday appeared to 
confirm a shifting stance on the 
issue of devaluation. Asked if 
China promised not to devalue in 
1999, she said: “No one can prom- 
ise whether a currency will be 
devalued or not" 

The extent of China's capital 
flight cannot be accurately mea- 
sured but indications are that it 
is considerable. Despite a trade 
surplus so far this year of $3L3bn 
and foreign investment inflows of 
S27bn, the country's $140bn In 
foreign currency reserves - 
viewed In China as an indication 
of the country's ability to with- 
stand pressure to devalue - has 
hardly risen since the start of the 
year. 

The immobile foreign reserves 
figure has been a cause for dis- 
quiet among Chinese companies 
and Individuals, raising fears 
that Befiing would be forced to 
devalue despite its repeated 
pledges that it would not do so 
this year. 


China's assurance. Rage 6 
Editorial comment, Page 13 
Lex, Page 14 
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— EUROPE 


French embrace Schroder before he can turn his head 

The speed with which Chirac moved to issue the chancellor-elect with an invitation to 
visit Paris speaks volumes about concerns that he might be tempted in directions less 
in keeping with traditional Franco-German relations, writes Robert Graham 


T here could scarcely be a 
more dear-cut symbol of 
the importance or. the 
Franco-German alliance 
than the visit to Paris today 
of Gerhard Schrdder even 
before he has formed Ger- 
many’s new Social Demo- 
crat-led government in the 
wake of his triumph in the 
country's elections on Sun- 
day. 

The ready response from 
the incoming German chan- 
cellor to a rapid Invitation 
from President Jacques Chi- 
rac late on Sunday under- 
lines the mutual need to 
establish a proper working 
relationship to ensure the 
political and economic sta- 
bility of the European 
Union. 

However, the French are 
the ones forcing the pace. 
The alacrity of President 
Chirac’s invitation is an elo- 
quent comment on Paris's 
concern that the new Ger- 
man leader might be 
tempted to make subtle 
shifts of emphasis in policy 
to the prejudice of France. 

French officials see Mr 
SchrOder being tempted in 
three possible directions - 
turning Germany more in on 
itselfi a foreign policy focus 
that looks further to the east 
with EU enlargement; and a 
move to bring the UK more 
into a triangular partnership 
of the Big Three European 
nations. Any one of these, or 
any combination, could 
reduce France's current 


weight in Europe, especially 
if Germany is more assertive 
of its own interests. 

At the level of French 
domestic politics, the depar- 
ture of Chancellor Helmut 
Kohl heralds an awkward 
period of adjustment in the 
co-habitation between Presi- 
dent Chirac and Mr Lionel 
Jospin, the prime minister. 

Foreign policy is the consti- 
tutional responsibility of the 
French president, and over 
the years the Franco-Ger- 
man relationship has been 
most subject to personal con- 


Sauzay, a former interpreter 
for the late President Fran- 
cois Mitterrand during many 
Franco-German summits, to 
coordinate policies with Mr 
Schroder's headquarters dur- 
ing the election campaign. 
Ms Sauzay is now co-ordinat- 
ing Franco-German relations 
with Mr SchTOder. 

By contrast President Chi- 
rac has not met Mr Schroder 
and carries conservative 
nationalist ideological bag- 
age. His approach to prob- 
lems has been often confron- 
tational and is regarded to 


The departure of Helmut Kohl heralds 
an awkward period of adjustment 


tact between the French 
presidency and the German 
chancellor. 

However, Mr Jospin after 
almost 18 months in govern- 
ment not only feels more 
confident in foreign affair s 
but that the euro-zone has 
enough implications for 
domestic policy for the 
prime minis ter’s office also 
to play a formative role in 
the new Franco- German 
relationship. Mr Jospin, 
though closer to Oskar 
Lafontaine. the SPD party 
leader, has bested Mr SchTO- 
der twice during the election 
campaign and there is a 
sense of political empathy. 

Mr Jospin has also been 
astute in seconding Brigitte 


have unnecessarily antagon- 
ised the Germans last year 
when he championed a 
French candidate to run the 
new European Central Bank. 

In moving so fast to meet 
Mr Schroder, President Chi- 
rac is thus also seeking to 
demonstrate he can still 
orchestrate the Franco-Ger- 
man dialogue. However, the 
fact that Mr Schroder is 
devoting the bulk of his time 
today to Mr Jospin may sig- 
nal the president is no lon- 
ger able to hold such pri- 
macy. Government officials 
also point out President Chi- 
rac has most to lose if the 
UK were brought more into 
the Bonn-Paris axis. 

President Chirac took the 


unusual step of penning a 
commentary to both l£ Fig- 
aro, the French newspaper, 
and the Frankfurter All- 
gemetne Zeitung. Germany’s 
most Influential paper, yes- 
terday in which he rejected 
the idea that the end of the 
cold war had removed the 
rationale for the Franco-Ger- 
man alliance formalised by 
treaty since 1963. “The con- 
tinued construction of 
Europe is only possible with 
a solid and dynamic Franco- 
German relationship," he 
wrote. 

Implicit in such comments 
is the realisation that the 
changeover in Bonn comes 
at a time when Franco-Ger- 
man relations have stag- 
nated. “It has always been a 
marriage of reason not love," 
observed ' one official. Thus, 
rather like a long-married 
couple, they have become 
more easily irritable, less 
willing to make concessions 
to each other with the years. 

At the last bi-annual Fran- 
co-German summit in Avig- 
non, the two sides had little 
to say In common and the 
coming of the German elec- 
tion dearly held back any 
initiative. 

Matters have been so 
uncertain that no date was 
fixed before the election for 
the next venue in Germany 
later this year. 

The combination of drift 
and the wart for the electoral 
outcome has tended to 
accentuate the differences 



Scftrfidar met Jospin (toft) during a visit to Paris in July 


AP 


rather than the points of 
convergence. The differences 
range from political control 
over the euro, attitudes to 
Nato and the emphasis on 
enlargement as well as sensi- 
tive domestic topics such as 
reform of the Common Agri- 
cultural Policy and the size 
of Germany's. EU budget 
contribution. 

In the coming weeks 
the French will be lnt- 


BONN CHANGEOVER_SPD CHANCEUpR-ELECTUNVEILS NEW STYLE OF GOVERNMENT^ 

German leader vows action over jobs 


By Peter Norman ta Bonn 

Gerhard Schroder, 
Germany’s chancellor-elect, 
yesterday pledged to take a 
visible and active role in 
creating jobs, warning Sodal 
Democratic party parliamen- 
tarians that his government 
would be judged at the next 
election on its record for cut- 
ting unemployment. 

Unveiling a new style of 
government, Mr Schroder 
said Bonn cabinet commit- 
tees would work with the 
governments of Germany's 
federal states to achieve 
progress on key job-creating 
initiatives. People's faith In 
politics would be strength- 
ened if they could see prog- 
ress on visible projects, he 


told a special meeting of old 
and new SPD MPs in Bonn. 

Mr Schroder made clear 
that be was seeking a differ- 
ent style of politics in Ger- 
many. With overtones of the 
“cool Britannia" concept of 
Tony Blair, the British prime 
minister, Mr Schroder said 
governing should be fun as 
well as a duty. He wanted to 
harness the euphoria of Sun- 
day's election victory to 
push the country forward. 

Yesterday's arrival of the 
old and new MPs in Bonn 
was reminiscent of the start 
of a new school year. The 88 
SPD newcomers were allo- 
cated post boxes and given 
information packs, passes to 
the parliament buildings and 
a much-prized rail pass 


allowing free first class 
travel the length and 
breadth of Germany. 

The newcomers introduced 
themselves. Some, such as 
Oskar Lafontaine. the SPD 
leader, Franz Mfintefertng. 
the architect of the victori- 
ous election campaign, and 
Mr Schroder himself were 
celebrities, returning to the 
Bundestag after years of pol- 
iticking in Germany’s fed- 
eral states. Others, such as 
22-year-old Carsten Schnei- 
der of Erfurt, the youngest 
MP in the new Bundestag, 
were at the start of their 
political careers. 

Mr Schroder arrived late, 
after aircraft trouble in Han- 
over. The delay left the nor- 
mally voluble Mr Lafontaine 


temporarily lost for words 
until, to general surprise, he 
launched into a homily on 
the possible impact of US 
monetary policy on the work 
of SPD MPs in Bonn. 

Still basking in the glow of 
Sunday’s triumph, the SPD 
broke with tradition and 
allowed the press into the 
first part of its meeting. 

There was no such trans- 
parency 100 metres away 
when SAPS of Helmut Kohl’s 
Christian Democratic Union 
and the Bavarian Christian 
Social Union gathered in the 
wake of their worst election 
defeat since 1949. In addition 
to information packs and 
rail passes, new CDU/CSU 
MPs were given the job 
resumes of parliamentary 


support staff laid off since 
Sunday, when 50 CDU/CSU 
MPs lost their seats. 

The CDU moved swiftly to 
prevent a power vacuum at 
the top following Mr Kohl’s 
decision to step down as 
part; chairman at a con- 
gress on November ?. Mr 
Kohl announced Wolfgang 
ScbSuble, wheelchair-bound 
leader of the CDU/CSU MPs, 
would also’ be CDU leader 
amid expectations that the 
congress will give the -plan 
overwhelming support. 

In Munich, Edmund 
Stovber. the premier of Bav- 
aria, confirmed he would 
seek election as CSU leader 
when Theo Waigel. the out- 
going finance minister, steps 
down early next year. 


erested in finding new areas 
of convergence as well as 
discussing how more solid 
foundations can be given to 
the aTUanne . 

These could include a new 
institutional framework for 
the alliance and ways bo 
make the relationship less 
“top-down" and so prevent 
French and Germans becotn- 
ing increasingly indifferent 
to each other. 


PDS poll 
success 
brings it 
in from 
the cold 


By Frederick Studemarm 
to Berlin 


ECONOMIC POLICY ‘ALLIANCE FOR WORK’ AND TAX CUTS PLAN WILL FORM BASIS FOR COALITION TALKS 


Lafontaine holds fire on finance job 


By Ralph Atkins in Barm 


Oskar Lafontaine, Social 
Democrat party (SPD) chair- 
man, has yet to decide if be 
wants to cash in a pre-elec- 
tion promise by Chancellor- 
designate Gerhard Schroder, 
and head the Bonn finance 
ministry. He has already out- 
lined an economic policy for 
the incoming government 

In contrast to the supply- 
side oriented policies of Hel- 
mut Kohl's departing gov- 
ernment. Mr Lafontaine 
backs international coopera- 
tion to curb excessive finan- 
cial market speculation and 
create jobs- 

He would seek to boost 
demand through tax cute 
and productivity-oriented 
wage increases, but insists 
state finances must be 
strictly controlled. Mr Schro- 
der would lead an “alliance 
for jobs", combining the 


state, employers and the 
unions. 

The programme will form 
the basis of coalition talks 
starting on Friday with the 
Green party, which will also 
determine whether Mr 
Lafontaine becomes finance 
minister or leader of the 
SPD’s parliamentary party. 

As Mr Schroder has this 
week sought to assume the 
role on the international 
stage left vacant by Mr Kohl, 
be adopted Mr Lafontaine's 
Ideas for a new international 
financial architecture. 

The US dollar and euro 
would become “stability 
anchors” in a system, mod- 
elled on the 1970s European 
currency snake, for setting 
target zones for the main 
international currencies. 

Mr SchTOder said Group of 
Seven meetings of leading 
. industrialised countries 
should no longer be occa- 


sions where "anything and 
everything” is discussed. 

The summits should revert 
to their original role as inter- 
national economic policy co- 
ordination meetings, as 
envisaged in 1975 by their 
creator, Helmut Schmidt, 
Germany's last Social Demo- 
cratic chancellor. 

An Incoming SPD-Ied gov- 
ernment would support a 
Elu rope-wide job creation ini- 
tiative. the topic of Mr 
Schroder's discussions in 
Paris today. Mr Lafontaine 
has indicated that that could 
Include leaning on European 
central banks to loosen mon- 
etary policy. 

US monetary policy could 
be “a good example", Mr 
Lafontaine said. Dollar 
weakness bad contributed to 
full employment, and Alan 
Greenspan, US Federal 
Reserve chairman, was tout- 
ing a cut in interest rates 


against the backdrop of a dif- 
ficult world economic cli- 
mate. 

At home, the SPD's tax 
policy envisages giving 
domestic demand a "decisive 
impulse” through cuts worth 
DM2,500 ($1,322) a year to a 
family on average earnings. 
The basic income tax rate 
would foil from 25.9 to 215 
per cent initially, then even- 
tually to 15 per cent; the top 
rate from 53 to 49 per cent 

Mr Lafontaine wants to 
ensure public finances are 
on a solid footing. Cuts 
would be largely offset by 
dosing tax loopholes and the 
planned tax package’s over- 
all effect would be modest, 
with total net cute of about 
DMIObn 

Mr Lafontaine could create 
more room for manoeuvre if 
he stands by his pledges to 
implement firm government 
spending curbs. SPD plans. 


prepared in opposition, call 
for a “lasting reduction in 
state borrowing”. 

Spending growth would .be 
kept “clearly below” growth 
in no m i n al gross domestic 
product. Prior to bis elec- 
tion, Mr SchTOder insisted 
that every pledge to the SPD 
manifesto was “realistic" 
and that in government all 
measures would be tested 
against the yardstick - of 
whether they created jobs. 

The SPD would seek to 
boost Germany^ attractive- 
ness as a location for creat- 
ing jobs by cutting non-wage 
labour costs. It would fund 
cuts in state soda! insurance 
contributions through an 
“ecological tax reform". 

Similar ideas have been 
floated by the Greens. But 
the Greens go much further, 
backing a tripling of petrol 
prices to DM5 a litre. Mr 
Schroder will not go so for. 
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Bank plea to Slovak parties 


By Kevin Done and Robert 

Anderson in Bratislava 


Vladimir Masar. governor of 
the National Bank of Slo- 
vakia, urged the country’s 
political leaders to form a 
new government quickly 
after last weekend's general 
election and take action to 
combat the country's mount- 
ing economic problems. 

The government's budget 
deficit is running for in 
excess of the 1998 target, 
while the unsustalnably 
large deficit in the balance of 
payments current account is 
exerting heavy pressure on 
the Slovak currency, which 
financial markets believe to 
be significantly overvalued. 

Ivan Gasparovlc. speaker 
of the Slovak parliament, 
yesterday called on Vladimir 
Meciar, the prime minister, 
to make the first attempt to 
form a new government. 


despite the ruling coalition’s 
heavy defeat by an alliance 
of opposition parties led by 
the Slovak Democratic Coali- 
tion. 

Mr Meciar's nationalist 
Movement for a Democratic 
Slovakia <HZDS), of which 
Mr Gasparovlc is a leading 
member, narrowly emerged 
as the largest single party 
with 27 per cent -of the votes 
and 43 seats. Of its current 
allies the leftist Association 
of Slovak Workers failed to 
win any seats, and together 
with its other coalition part- 
ner, the Slovak National 
Party, it can muster only 57 
seats in the lfiO-seat parlia- 
ment. 

Leaders of the four opposi- 
tion groups, which together 
won 93 seats, have all 
pledged not to co-operate 
with Mr Meciar but to try to 
form thett own govern- 
menL 


Jozef Mi gas, leader of the 
reformed communist Party 
of the Democratic Left, said 

yesterday it was “unaccept- 
able" to form a government 
coalition with Mr Meciar's 
party. "The only alternative 
for creation of a government 
is with the current opposi- 
tion parties." 

The HZDS would need the 
support of the reformed com- 
munists to have any hope of 
continuing in government 

The new government will 
inherit mounting economic 
problems, and yesterday the 
highly illiquid Bratislava 
stock exchange Tell to its 
lowest level since the bourse 
was opened In January 1994, 
with the Index foiling 4 per 
cent to dose at 10156. 

The central bank governor 
warned against a devalua- 
tion of the Slovak crown as a 
way of solving the country's 
economic difficulties. 


The deficit in the balance 
of payments current account 
is running at dose to 11 per 
cent of gross domestic prod- 
uct compared with the gov- 
ernment's target for 1998 of 
less than 6 per cent Mr 
Masar said Slovakia had to 
improve the structure- of its 
foreign trade to cut depen- 
dence on commodity exports. 

Instead of devaluing the 
currency the incoming gov- 
ernment had to act to cut 
domestic consumption 
including public spending 
and had to enforce greater 
financial discipline, he said. 

Highly indebted compa- 
nies "must be allowed to go 
bankrupt" rather than being 
allowed to continue borrow- 
ing and driving up wages. 
"Bankruptcy is one of the 
most important instruments 
for increasing financial disci- 
pline." 


East Germany's former 
communists, the Party of 
Democratic Socialism, are 
poised to take a- significant 
step towards legitimisation 
following their relatively 
strong showing in Sunday's 
general election* which 
grants the party parliamen- 
tary and financial benefits. 

As well as nominating a 
deputy speaker of the Bund- 
estag, the PDS expects to be 
given the chair of at least 
one parliamentary commit- 
tee. The party will also 
receive federal funding for 
its think-tank. 

These moves - which the 
PDS sees as further evidence 
of "normalisation" for a 
party which, due its associa- 
tions with com munism , has 
been ostracised by the main- 
stream parties - follow the 
achievement of full parlia- 
mentary party status by win- 
ning over 5 per cent of the 
national vote. 

In the last parliament the 
PDS was simply a parliamen- 
tary “group” as the party 
had not won 5 per cent and 
entered the Bundestag only 
- by winning more than three 
direct constituency seats, 
the other criteria for repre- 
sentation. 

The outgoing Christian 
Democratic Union yesterday 
signalled it might try to- 
overturn a ruling which 
allows all parties in parlia- 
ment to nominate at least 
one deputy speaker, in a bid 
to exclude the PDS from 
holding such a post 
At the age of 70, Fred Geb- 
hardt, one of the 35 PDS par- 
liamentarians, will be the 
oldest member of the Bund- 
estag, and thus as “father of 
the house" will give the 
opening speech when parlia- 
ment reconvenes in late 
October. 

His speech will be an 
interesting test of whether 
the arrival of a new govern- 
ment for the first time In 16 
years is accompanied with a 
change in tone towards the 
former communists. 

ID 1994 the PDS also had 
the oldest parliamentarian 
in Stefan Heym, the novelist 
Members of the main parties 
refused to applause bis 
speech. 

Gregor Gysi, the proposed 
parliamentary party leader, 
who has already acquired a 
national reputation for 
quick-witted and amusing 
ihetoric, said the PD$ had 
acquired "a new quality" 
and would be able to provide 
a vigorous "Ieftwing, social 
pressure" on the Social Dem 
oc rat-led government of Ger- 
hard SchrOder. the- -chancel- 
lor-elect 


Child support expansion 
may mean rise in tax 

Details leaked of the budget that Norway’s govemmerrt wil! 
present to parliament next week have confirmed tears mm 
the minority centre-led coalition fe heading' for a clash and 
may be footed to resign. 

According to an article In the daily DagbladeL the gov - 
emmentwill propose tightening next year's budget by 
NKrlObn (jl.3bn) white stiH allowing NKr2.8bn to expand 
child support payments to indude two-year-olds. 

The govemment'te expected to fund these Increased 
expenditures by raising taxes. 

Among some of the reported proposals are a t percent* 

age point rise In income tax to 29 per cent, removing tax 
deductions for offshore workers, increasing property tax 
assessment rates by 10 per cent, and raising fees on elec- 
tricity, heating oil, and rolling tobacco . 

Such a budget would fulfil government promises to sup- 
port a welfare state.. At the same time, it is certain to 
anger opposition parties and spells trouble for the budget 
debate, released Valeria Skotd, Oslo 

UKRAINE 

Outcry over Nato proposal 

Ukrainian parliamentary deputies shouted down the 
speaker of Russia's parliament yesterday, after he 
addressed them with a proposal to abandon hopes of join- 
ing Nato and form a union with Russia and Belarus. 

The hecklers, mainly from the Nationalist Rukh political 
party but including several from the pro-government Popu- 
lar Democratic party, forced Gennady Sateznyev, speaker 
of the Duma, to stop his speech. 

Leonid Kuchma, Ukraine's president yesterday said he 
was ■‘categorically against” forming a “union of three” with 
Russia and Belarus, as the .Russian-Befems union formed 
in 1996 had given these countries “nothing". Mr Kuchma 
did, however, say he was interested in developing further 
economic relations with both countries. On September 18 
he met Boris Yeltsin, the Russian president, to discuss 
improving trade relations. Charles Clover, Kiev 


SPAIN AND EMU 

Budget aims to reduce deficit 

Spain’s centre-right government yesterday sent parliament 
Hs first budget for the era of European economic and 
monetary union, aiming to reduce its deficit to a level 
which places it a year ahead of its original convergence 
plans. 

The overall public deficit is set to drop to 1.6 per cent of 
gross domestic product from 2.1 per cent expected this 
year. 

Rodrigo Rato, finance minister, said he would seek a 
pact with regional administrations to eliminate their share 
of the deficit - 0.2 per cent of GDP - over the next three 
years. The government is counting on the economy 
remaining strong enough to boost revenues by 4.8 per 
cent next year despite cuts in Income tax rates. 

Public expenditure is set to rise by 3.8 per cent with a 
93 per cent increase for health and 6.5 per cent for edu- 
cation, the biggest-spendlng departments. 

, Tax cuts are expected to generate enough household 
spending to contribute 0.5 percentage points to growth, 
officially forecast at 3.8 per cent in reel terms. 

Mr Rato said this bullish forecast, slightly up on this 
year, made allowance for toe revised outlook of Spain's 
main European customers and tougher import competition 
from countries with devalued currencies. 

David White, Madrid 



LITHUANIA 


Capital gains lax approved 

Lithuania’s parliament yesterday approved a 15 per cent 
capital gains tax, which will be levied on Lithuanian inves- 
tors from January 1. The decision was a compromise after 
negotiations between parliament which had originally pro- 
posed a 29 per cent tax, and President VakJas Adamkus, 
who backed a lower tax. 

In July brokers at the local bourse briefly stopped exe- 
cuting trades as a protest against the 29 per cent capital 
gains lax proposaL Brokers, said the tax would deter locals 
from investing in toe market, which is illiquid. “Our sugges- 
tion was that the tax should not be more than. 10 per cent, 
but It’s certainly better at 15 per cent than at 29 per cent," 
said Romas Matte kas, head of the Lithuanian Brokers' 
Association. 

Local individual Investors account for about 17 per cent 
of all investments on toe .Vilnius bouse. The law which 
was passed yesterday does not tax re-invested capital 
gains, and all profits below 3,000 litas ($750) are exempt 
from taxation. Mtertej Vtpotnik, Riga 


TUj^SH-fTAU^ RELATIONS^ 

Kurdish issue sparks row 

Butent Ecevtt, Turkey's deputy prime minister, yesterday 
predicted that Italy’s decision to allow members of the 
Kurdish parliament in exfle to criticise Turkey’s treatment 
of its Kurdish minority Inside Rome's parliament would 
“alter relations between Turkey and Italy”. 

Ismail Cam. the Turkish foreign minister, had warned in 
a tetter to L&mberto DW, the Italian prime minister, that 
allowing members of toe Brussels- based parliament In 
exile to participate in a press conference alongside Kurd- 
ish Italian deputies would strain ties with toe nation that 
many Turks regard as their most loyal European ally. 

Turkey contends toe Kurdish parliament is a front for toe 
Kurdish Workers’ party (PKK). the guerrilla organisation 
which has spent toe past 14 years fighting Turkey’s army. 
Italy, in common with many European countries, has ban- 
ned toe PKK. 

. The Turkish foreign ministry said the decision to hold toe 
event rn Rome’s parliament showed that Turkey’s peace 
of mind, stability and territorial integrity count for notolna” 
Chris DeBedaigue, Ankara - 


HOLOCAUST- 


Austria sets up commission 

Austria set up an independent commission yesterday to 
investigate the claims of Austrian victims of the Nazi Hoto- 

■ caust toe chancellor's office said in a statement. 

- The commission will investigate and report on discosse- 
sions made by toe government during the Nazi occupation 

■ and on payments made by toe republic of Austria since 
1945. An estimated 65,000 Austrian Jews died in the Holo- 

■ const 

' Creditanstalt, one of Austria’s largest banks, is under 
scrutiny by Jewish groups after documents recently 
unearthed showed a business relationship with concentra- 
tion camps In Poland during the second world war. ™" 
Reuters, Vienna 
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KO SOVO EVIDENCE POINTS TO ATROCITY AG AINST ETHNIC ALB ANIAN CIVILIANS 


Massacre overshadows Serb ceasefire claim 


By Guy Dinmore In Gomje 
Obrtfljs, Serbia 


Evidence came to light 
yesterday of one of the worst 
atrocities committed against 
ethnic Albanian civilians in 
Serbia's Kosovo province. 

The massacre of women 
and children, allegedly com- 
mitted by special police 
units on Saturday, has over- 
shadowed the government's 
announcement at a ceasefire 
and. diplomats said, would 


add to calls for Nato inters 
vention. 

Senior western envoys, 
who toured Kosovo yester- 
day to see refugees and their 
ruined villages, were visibly 
shocked when handed a 
report written by the Kosovo 
Diplomatic Observer Mission 
on the latest atrocity. 

In a thickly wooded golly 
near the village of Gomje 
Obrinje, some 15 miles west 
of Pristina, the provincial 
capital, diplomats and 


reporters found the bodies of 
five women and four chil- 
dren. The youngest was is- 
month-old Valmiri Dell j a. 

It was not dear how the 
infant had died but the oth- 
ers had been shot at close 
range in the back of the- 
head as they tried to flee op 
the muddy slope. 

Up the valley, the charred 
remains of 95-year-old Fazli 
Dehja lay in the ruins of his 
burnt-out house. Two dead 
men were found dose to a 


trail of trees that had been 
destroyed by a tank. 

Altogether reporters found 
19 bodies. All were In civil- 
ian dress. Villagers said they 
were all from the Delija clan. 
One six-month-old baby sur- 
vived, found next to the 
body of its mother. 

Sadri Delfla said he was 
with the women and chil- 
dren hiding In the woods 
last Friday when police 
attacked their village. 

On Saturday mnming be 


saw police. In various kinds 
of uniform, approaching 
their shelter. As he fled he 
heard screams and gunfire. 

Serbian officials had no 
immediate comment Diplo- 
mats noted that seven police- 
men had been killed in the 
same area on Friday and 
that it was possible the mas- 
sacre had been carried out in 
retaliation. 

Envoys touring Kosovo 
said the killings and 
the worsening humanit- 


arian crisis would add to 
pressure on Nato to inter- 
vene. although thes r admit it 
is not dear how planned air 
strikes would end the vio- 
lence. Kosovo Albanians yes- 
terday rejected Serbia's new 
provisional government for 
the province and official 
Serb claims that its offensive 
against KLA “terrorists" was 
over. 

A heavy artillery bombard- 
ment continued on Monday 
evening in southern Kosovo. 


Yesterday diplomats were 
stopped by police from 
approaching the area but 
could see tillages burning io 
tbe distance. 

Zivadin Jovanovic. Yugo- 
slav foreign minister, speak- 
ing at the UN in New York, 
insisted that the fighting 
had stop ped and that “acd- 
terrorist actions have been 
completed - this is a clear 
very responsible statement 
of policy from tbe highest 
levels." 


Albanian 
ruling 
party 
picks PM 


EUROPEAN COMMISSION BRUSSELS SUSPECTS FOOT-DRAGGING IN NEGOTIATIONS WITH APPLICANT COUNTRIES 


EU states ‘try to slow enlargement’ 


By Quentin Ped in Brussels 


Suspicions are growing in 
Brussels that many of the 15 
member states of the Euro- 
pean Union are weiring- to 
slow down the pace of 
enlargement negotiations 
with the six applicants seek- 
ing to join their dob. 

Formal negotiations are 
supposed to be launched on 
November 10 with tbe five 
would-be members from cen- 
tral and eastern Europe - 
the Czech Republic. Estonia, 
Hungary, Poland and Slo- 
venia - and Cyprus. 

But the chances of those 
talks focusing rapidly on the 


range of detail needed to join 
tbe EU are seen to he fading, 
after France asked the Euro- 
pean Commission to draft a 
full “political” assessment of 
the enlargement negotia- 
tions. 

The result of that request 
is a Commission report to 
be submitted to EU foreign 
ministers next week. The 
report suggests that the 15 
can proceed to draft their 
own common positions on 
the first seven areas of nego- 
tiation - including telecom- 
munications, industrial pol- 
icy, broadcasting, education 
and training. 

France's request for the 


report was seen at the Com- 
mission as a hid to draw a 
line between the present 
"screening” phase, and tbe 
next period of full negotia- 
tions - a means of delaying 
the latter. The Commission 
has been working too effi- 
ciently for the tastes of some 
member states.” a Commis- 
sion official said. The 
French want to use this doc- 
ument to say it would not be 
very smart to go ahead with 
the phase.” 

Apart from France, coun- 
tries such as Spain, Portugal 
and Greece - large net recip- 
ients of EU funds - are obvi- 
ous doubters about the speed 


of enlargement In addition. 
Germany and Austria are 
concerned at any swift 
moves to allow free move- 
ment of labour. 

France has also demanded 
f ull de tails fr o m the Com- 
mission of all the ap plican t 
countries’ position papers, 
spelling out the problems 
they may have in meeting 
particular aspects of EU leg- 
islation. 

•They say it is for trans- 
parency, but the only reason 
they could want to see these 
documents is to be able to 
get ail the dirt to delay the 
process," a Commission offi- 
cial involved in the talks 


sa id . The Commission hac 
asked for patience. But the 
mood among member states 
is changing. The rhetoric in 
favour of enlargement is 
damping down." 

According to one leading 
negotiator for tbe applicant 
countries, the most impor- 
tant step will be to start 
proper negotiations on 
November 10, rather than to 
complete any specific dos- 
siers by the end of the year. 

“We want a real start to 
real negotiations,” said 
Pavel Telicka, deputy for- 
eign minister of the Czech 
Republic. "We don't Just 
want a formal session.” 


Fyodorov warns of 
money-printing 
plan to fund deficit 


By John Thomhffl la Moscow 


UBS AND CREDIT SUISSE SWISS CONCERN OVER ADEQUACY OF TRADITIONAL ARMS-LENGTH SUPERVISION 


Biggest banks to get own watchdog 


By waflam HaU in Zofcft 


Switzerland's banking 
commission has set up a 
division to supervise the 
global activities of UBS and 
Credit Suisse, the country's 
two biggest banks, following 
concern that they have 
grown too big to be regu- 
lated like the rest of Switzer- 
land's 400odd banka. 

Andreas Bfiblmann, 89, an 
economist who has worked 
at the Swiss Rawinng Com- 
mission for three years, was 
yesterday appointed head of 
the new division. 


Until now Switzerland's 
haniring watchdog has relied 
primarily on reports of the 
banks’ own external auditors 
to monitor the health of 
Switzerland’s banking sys- 
tem. 

However, the merger of 
UBS and Swiss Bank Corpo- 
ration, the rapid growth of 
Credit Suisse Group, and 
recent trading losses, have 
raised concerns about the 
adequacy of this traditional 
arms-length supervision. 

Daniel Zuberbfihler. direc- 
tor of the Swiss banking 
commission, said the two 


banks, which now rank 
among the world’s top 10, 
had became “so systemicaDy 
relevant and so complex” 
that they needed “particular 
attention”. 

He said it was no longer 
enough to rely on external 
audit reports. 

The banking commission 
needed to “permanently 
update" itself on the affairs 
of the two banks. 

This would involve the 
establishment of review 
teams, on-site supervisory 
visits in Switzerland and 
abroad, and much closer 


co-operation with foreign 
regulators. 

Switzerland's hanking 
commission traditionally 
been thinly staffed and 
under-resourced, leading to 
concern that it was not up to 
the job of supervising two of 
the world’s top 10 banks. 

Mr Zuberbdhler stressed 
the new unit was not a 
direct response to the recent 
problems at UBS, Europe’s 
biggest bank, which lost 
SFr625m ($454m) on equity 
derivatives last year, and 
last week announced a 
SFr95Qm loss on its involve- 


ment in Long Term Capital 
Management, one of the 
-world's biggest hedge funds. 
The idea had first been men- 
tioned in AprtL 
However, the decision to 
set up a separate unit to 
monitor UBS and Credit Sui- 
sse also reflects growing con- 
cern among some Swiss poli- 
ticians that Switzerland's 
two flagship banks have 
grown to such a size that 
they could cause serious 
financial problems for the 
Swiss government if they 
ever had to be bailed 
out. 


Boris Fyodorov, the outgoing 
deputy prime minister, yes- 
terday warned that the Rus- 
sian government intended to 
print money to cover its 
fourth-quarter budget deficit 
- a move that would be cer- 
tain to fuel inflation and 
jeopardise funding from the 
International Monetary 
Fund. 

Mr Fyodorov, who was 
sacked this week as a cabi- 
net minister and head of the 
tax service, said the finance 
ministry was already’ “plan- 
ning a budget for the fourth 
quarter where there will be a 
deficit which can be covered 
by an emission”. 

There was no one in the 
government against using an 
emission in way. he said 
in an interview with the 
Financial Times. 

The finance ministry, 
which has so far collected 
only half its planned tax rev- 
enue for September, will 
present its revised budget 
proposals to the cabinet 
tomorrow. 

Yuri Masiyukov. the for- 
mer Communist parliamen- 
tarian who is now first dep- 
uty prime minister in charge 
of the economy, will also 
outline the governments 
long-awaited economic pro- 
gramme. 

Mr Fyodorov said the gov- 
ernment would have to issue 


at least Rbs50bn to RbsSObn 
fS3.lbn-S3.7bD) - equivalent 
to about one-third of the 
monetary base - just to 
cover its immediate needs 
and pay off wage and pen- 
sion arrears. But be expected 
the government to try to 
limit the scale of emission. 

“I think they will be 
scared to go on a spending 
spree, as some people say. 
These disaster scenarios of 
hyper-inflation by the end of 
the year - 1 do not believe in 
them.” he said. 

However, the, IMF, which 
has lent Russia almost S19bn 
over the past four years, has 
already told the government 
it does not believe in the 
concept of a “controlled 
emission” and has warned of 
the social pain caused by 
high inflation. 

Mr Fyodorov said the gov- 
ernment's economic pro- 
gramme had still not been 
worked out in full but two 
trends were clear. “First, the 
idea that the central hank 
should directly finance the 
budget is not abhorrent to 
anyone in the government. 
Second, they like the idea of 
controls,” he said. 

Mikhail Zadornov, finance 
minister, said foreign inves- 
tors had yesterday welcomed 
an outline plan to restruc- 
ture the frozen $40bn govern- 
ment debt market But few 
details of the scheme 
emerged. 


Albania's ruling Socialists 
yesterday nominated Pandeli 
Majko, tbe party's secretary- 
general, to succeed Fotos 
Nano as prime minister 
heading a five-part)- coali- 
tion, tbe Socialist party said, 
agencies report from Tirana. 

Mr Majko. 3i). who would 
be tbe country’s youngest 
ever leader if appointed by 
President Rexhep Meidani. 
was active in 1990 street pro- 
tests which helped to topple 
the country's isohuiunist 
Stalinist regime. 

Mr M.-yko won tbe nomina- 
tion despite competition 
from two other candidates - 
Kastrtot Islami. the deputy 
prime minister, and Ihr 
Meta, a foreign ministry 
state secretary in charge of 
European integration. 

Although Mr Majko looks 
ministerial experience he 
became prominent as a 
mediator in feuds between 
Mr Nano's government and 
the opposition Democratic 
party- led bv Sali Berisha. the 
former president. 

In a letter to Mr Meidnni, 
Mr Nano said on Monday he 
had stepped down because 
squabbling had made it 
impossible to form a new- 
cabinet of his five-party 
coalition government. 

He told the president he 
had been unable to put 
together a new cabinet 
according to his own wishes. 

He acknowledged his 
responsibility "for every- 
thing this government has 
not done” and said that “tbe 
chances of coming out of the 
crisis are little”. 

Mr Nano also admitted 
that communication with 
International leaders had 
become strained since politi- 
cal tensions increased 
between him and Mr 
Berisha. These reached their 
peak with the assassination 
by unidentified gunmen of 
Azem Hajdari, a close associ- 
ate of Mr Berisha last 

month. 

After the murder, support- 
ers of Mr Berisha stormed 
public buildings in Tirana 
and set fire to Mr Nano's 
office and residence. 


THE AMERICAS 


Brazil to curb short-term capital inflows 


NEWS DIGEST 


MICROSOFT ANTITRUST TRIAL 


By Geoff Dyer m Sao Paulo 


Brazil plans to limit the 
amount of short-term capital 
coming into the country to 
reduce pressure on reserves 
during periods of market tur- 
moil. says a director of the 
central bank. 

Francisco Lopes, director 
for monetary policy, said tbe 
period of volatility in Brazil- 
ian markets had been exag- 
gerated by the large 
amounts of short-term 
money which had been 


invested in the country ear- 
lier in the year and which 
had sought a rapid exit over 
the last six weeks. 

“One important lesson of 
the crisis is that you take a 
lot of risks with large 
short-term capital inflows." 
Mr Lopes said. 

Brazil’s reserves fell from 
$74 tm in July to around 
$4dbn after the Russian 
devaluation prompted a new 
crisis of confidence in emerg- 
ing markets and led to fears 
of a forced devaluation in 


Brazil, Latin America’s larg- 
est economy. 

Mr Lopes did not recom- 
mend the adoption of heavy 
capital controls to stem the 
outflow, an option pushed by 
some members of the Brazil- 
ian government, but so far 
fiercely resisted by the 
finance ministry and central 
hank. His comments amount 
to a reversal of the previous 
policy of relaxing the rules 
on short-term capital inflows 
during periods of market tur- 
moQ. 


Last November, at the 
peak of the Asia crisis, Bra- 
zil opened loopholes to 
encourage foreign investors 
to put money into short-term 
debt instruments, leading to 
a sharp inflow of funds and a 
rapid rise in reserves. Mr 
Lopes did not give details of 
how capital inflows would be 
restricted in future but 
implied that the government 
was now opposed to using 

similar loopholes. 

“We thought the increase 
in reserves would be good 


for expectations after Asia," 
said Mr Lopes. But the 
inflow of “hot money” had 
left reserves artificially high 
and vulnerable to investor 
mood swings. “With less 
short-term capital, we will 
be better prepared to survive 
the next round of volatility." 
he said. 

The central bank said out- 
flows or dollars, which aver- 
aged around $1.5bn in tbe 
first two weeks of the 
month, had slowed sharply 
since interest rates were 


increased sharply on Sep- 
tember 16. But the outflow 
increased on Monday to 
$739m in a sign of continued 
Investor nervousness. 

Economists believe 
reserves will come under 
heavy pressure again if the 
government does not present 
a convincing policy for 
reducing the budget deficit 
after the general elections on 
Sunday. Mr Lopes said the 
deficit at the end of the year 
would be 7.6 per cent of 
gross domestic product 


Software rival in bid to 
block documents demand 


Democrats split over 
TV attack on Starr 


By RfctanJ Wbtffe 
In Washington 


President Bill Clinton’s 
supporters appeared sharply 
split yesterday over plans to 
broadcast a series of televi- 
sion advertisements attack- 
ing Republicans over the 
Starr report. 

A group of liberal Demo- 
crats called People for the 
American Way is planning a 
$5m campaign to criticise 
file Republican-led Congress 
for concentrating on the 
Monica Lewinsky scandal 
instead of “what needs to be 
done in this country”. 

The advertisements are 
designed to lift tbe turnout 
of voters in the mid-term 
congressional elections next 
month, and are expected to 
highlight mainstream Demo- 
cratic issues such as social 
security and education. 

The White House and 
Democratic leaders raised 
concerns about the adver- 


tisements yesterday, fearing 
the campaign would detract 
attention and funds away 
from grassroots candidates. 

Mike McCurry, the senior 
White House spokesman, 
said the president was deter- 
mined to help candidates 
raise money and their public 
profile. “Z am not confident 
that any kind of national 
advertising campaign is 
going to be helpful,” he said. 

The tone of the cam p aign 
echoes President Clinton’s 
attacks on Congress for fail- 
ing to reach agreements on 
legislation over healthcare, 
education and the federal 
budget Mr Clinton last week 
condemned tbe Republican 
majority for “failing to meet 
its most basic governing 
responsibility” by putting 
“partisanship over progress, 
politics over people”. 

Republicans welcomed the 
prospect that the national 
advertising campaign would 
channel Democratic funds 


away from individual races 
across the US. The party is 
already estimated to be 
spending double the Demo- 
crats’ hinds in the congres- 
sional elections. 

But they fiercely criticised 
tbe White House for attack- 
ing Congress. Trent Lott, the 
Republican leader in the 
Senate, yesterday said the 
attacks would undermine 
any remaining chance of 
negotiating a compromise on 
legislation before Congress 
adjourns next month. 

The White House yester- 
day succeeded in securing 
the withdrawal of a series of 
fashion advertisements 
which capitalised on the 
Lewinsky affair. Tommy Hil- 
figer, US fashion designer, 
agreed to a request from the 
president's lawyers to drop a 
series of pictures featuring a 
mock White House. One 
included a young brunette 
on a desk in a fake Oval 
Office. 



One of Microsoft’s biggest rivals in the software industry 
went to court yesterday seeking to block a broad demand 
for Internal documents that Microsoft is seeking to use as 
evidence in its forthcoming antitrust trial. 

Oracle, the second largest company in the software 
industry, said Microsoft’s civH investigative demand, the 
equivalent of a subpoena, was “far too vast” and asked 
the judge to quash it Judge Thomas Penfield Jackson 
was expected to issue a ruling before the end of the day. 

Oracle said Microsoft “apparently believes that its status 
as an accused monopolist entities it to use judicial pro- 
cess to delve into its competitors most sensitive commer- 
cial information". But Microsoft argued the documents 
were “plainly relevant” to its case. 

Louise Kehoe, San Francisco 


MCCORMICK PLACE, CHICAGO 


Action to save $5bn business 


Labour unions and business groups yesterday finally 
unveiled a package of cost-cutting measures to help Chi- 
cago’s McCormick Place, the nation's biggest trade show 
centre, combat competition from rival facilities and hang 
on to Its near $5bn-a-year business. 

McCormick Place, a complex covering 22m sq ft major 
pulls In about $4.7bn annually and helps to sustain thou- 
sands of jobs. 

Under yesterday’s deal, the two unions involved in con- 
struction - the Decorators and the Carpenters - will agree 
to create a “unified labour pool* to cut some of the costly 
installation delays. The unions have also agreed to cut 
overtime rates. Exhibitors will also be able to do more of 
their own assembly and decorating work. 

Meanwhile, Chicago’s hotels - criticised for charging 
uncompetitive rates - have agreed to price more attrac- 
tively. Nikki Tait, Chicago 


INDIA AND PAKISTAN SANCTIONS 


US vote boosts rupee 


Kenneth Stare Democrats are uieertain whether to a ttack his report through TV adverts 


US armed forces show fresh signs of ‘serious wear 9 


By Stephen Rdfer 
bi Washfrtgton 


US armed forces were 
showing “increased si gns of 
serious wear” and there was 
evidence that their long-term 
health was in jeopardy, the 
chairman of the joint chiefc 
of staff told the Senate 
armed services committee 
yesterday. 


General Henry Shelton 
said a combination of fac- 
tors, including strict budget 
limits and a. greater opera- 
tional workload, had 
together put strains an mili- 
tary readiness. “Our forces 
are showing increasing signs 
of serious wear,” he 
declared. 

“Anecdotally initially, and 
now measurable evidence 


indicates that our readiness 
is fraying, and the long-term 
health of the total force is in 
jeopardy” added Gen Shel- 
ton. who aimeared with the 
chiefs of staff of the main 
services. 

The US bad successfully 
maintained tbe readiness of 
its forward troops and first- 
to-figbt forces, but this “has 
not been without cost to the 


rest of the force". 

US forces had been called 
on unexpectedly - for exam- 
ple in Albania, Algeria and 
Africa - which had also 
caused higher than expected 
wear , on equipment This 
had led to shortages of 
spares and maintenance 

backlogs. 

There bad also been per- 
sonnel and base reductions. 


and some privatisations 
which had not gone ahead. 
Congress had also altered 
the defence budget and com- 
plicated tbe military’s task, 
while a strong economy had 
made recruitment harder, 
and was creating skill short- 
ages. 

“Without relief, we will 
see a continuation of our 
downward trend in current 


readiness" next year and an 
extension of the problems 
that had become apparent in 
the second half of this fiscal 
year," Gen Shelton said. He 
urged more funds to be 
voted by Congress for Bosnia 
and the military response to 
terrorist attacks in Africa, 
though he said the US was 
still capable of fighting two 
"major theatre wars”. 


The Indian rupee ended firmer against the dollar yesterday 
in response to the first steps taken by the US Congress 
towards easing sanctions against India and Pakistan. 

A House-Senate panel voted on Monday to give Presi- 
dent Bill Clinton discretion to issue a one-year waiver of 
sanctions. The panel decision will have to be ratified by a 
full floor vote in Congress, but analysts said it was a posi- 
tive sign. India's and Pakistan's nuclear tests in May 
prompted the US economic sanctions. 

The Indian rupee ended firmer at 42.45/46 against the 
dollar yesterday, up from Monday’s close of 42.50/52. 
Reuters, Bombay and Washington. 


On the web today 

• Brazilian drought touches a raw political nerve 

• Oil fails to calm Newfoundland's troubled waters 

• Bolivia wins hefty debt service relief 
http^/www.ftcom/americas 
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ECONOMIC CRISIS PRIVATE SECTOR CAPITAL FLOWS FORECAST TO FALL SHARPLY THIS YEAR 


COMMONWEALTH FINANCE MEETING 


Investors retreat from emerging markets Emergency 


sector capital Dows 
market econo- 
jT?®® dropping this year 
half the record 
01 1S96, as bond issues 
yf *: and commercial 
demand more in 

r’*T?foShts than they Tnak'P 


Private sector cental flows jo entering marints 

an-- - - ' 


Non-bank privOBcraAn 

i Oomnwria Baris 
1 Esjjfty bwestrawt 


— lUCUlO. 

Institute for Intema- 
finance. a Washing- 
Z*™** umbrella group for 
^to<&l-lnstitutions, fore- 
yesterday that private 
7®°*°* capital flows to 29 
eaaing emerging market 
economies would fall to less 
fl60bn this year, down 
?242bn last year and 
*3u8bh in 1996. 

T^Idespread investor 
jstreat from emerging mar- 
* tats . coupled with the diffi- 
cult adjustment process in 
many Aslan economies, cre- 
, ates the potential for a 



global recession that would 
jeopardise the welfare of 
populations In high-lncome 
and low-income countries 
alike,” warned Charles Dal- 
tara, the Institute's manag- 
ing director. 

Capital flows are expected 
to remain at around $158bn 
next year, but J16.4bn of this 


will be accounted for by 
mounting arrears on Interest 
payments to banks and 
bondholders. Interest arrears 
will account for 43 per cent 
of new lending by private 
creditors next year, up from 
18 per cent this year and 
zero in 1967. This implies 
that the underlying trend in 


capital flows will continue to 
be down. 

Bond issues have almost 
dried up since the Russian 
debt moratorium in mid-Au- 
gust. as spreads have 
become too expensive for 
borrowers and investors 
avoid risk. Other than a 
4350m Lebanese Issue sold 
almost entirely to Middle 
Eastern Investors, there 
were no publicised emerging 

market issues from mid-Au- 
gust to late September. 

Mr Dallara said that a 
forceful strategy was 
required to restore investor 
confidence, involving gov- 
ernments, multilateral insti- 
tutions and private sector 
participants. At the macro- 
economic level this required 
easier monetary policy from 
Industrial countries, further 
efforts to revitalise Japan's 
economy and greater fiscal 
discipline from countries 
seeking to participate in 


global capital markets. 

The institute toasted that 
short-term capital flows had 
a useful rale to play under- 
pinning trade and interbank 
lending but co n c ed ed there 
was a case for Chilean-style 
taxes on short-term inflows. 
It warned, however, that 
“broad application, of con- 
trols to inflows and outflows 
can have serious distorting 
effects on investment, 
deprive countries of much 
needed capital and impede 
medium-term growth”. 

Private sector ■ financial 
institutions also needed to 
strengthen their risk man- 
agement, Mr Dallara argued. 
taking more account of vola- 
tility, illiquidity ' and 
counterparty creditworthi- 
ness. He added that hi g hly 
leveraged “hedge fund” 
investors should be super- 
vised more rigorously and 
called for the publication of 
more data an bank exposure 


to parti enter countries and 
the health of national finan- 
cial systems. 

(jfw gnrmpntfl and wnrttflat - 

'eral institutions should also 
cmxmnudcste regularly with 
the private sector to prevent 
crises getting out of hand, 
the institute suggested- But 
critics suspect this is special 
pleading on behalf of big pri- 
vate sector institutions, 
whidi want an early warn- 
ing at trouble so they can 
get thormoney out 

With -lending by private 
creditors and portfolio 
equity flows into : emerging 
markets projected to more 
than festive this year, the one 
bright spot is the resilience 
of direct investment — estab- 
lishing a -physical operation 
or buying a company to an 
emerging market. Direct 
Investment flows, are expec- 
ted to total U05J9bn this 
year, compared with 
$H9.7bn last year. 


on 


CURR ENCY TRADING BIS THREE-YEARLY REPORT 

Euro dawn promises 
challenge to mighty $ 



ParcantH QB changa, 1992-96 


By Richard Adams and 
Aatfrew BaBs in London 

The coming of the euro - the 
European single currency - 
means that the latest survey 
of the international foreign 
exchange market may soon 
look like a museum piece. 

The survey - held every 
three years by the Bank for 
International Settlements 
and central banks around 
the world - revealed that the 
dollar is still for and away 
the do min ant world cur- 
rency. 

In London, the world's 
leading centre for foreign 
exchange, buying or selling 
of the dollar accounts for 85 
per cent of total turnover. 
That proportion is little 
changed from previous sur- 
veys. 

But the latest survey, pub- 
lished yesterday, shows a 
rise in trading in the dollar 
against the currencies that 
will make up the euro when 


It is launched in January. 

In 1995, the combined dol- 
lar-euro trades accounted for 
around 38 per cent of total 
turnover, with 22 per cent of 
the total market coming 
from dollar/D-Mark trading. 

Three years later and the 
total has risen above 40 per 
cent, thanks to greater activ- 
ity In lira and other member 
currencies. 

Hal Herron, the global 
head of foreign exchange 
trading at Deutsche Bank to 
London, said: “When the 
euro comes into being it will 
be as a major bloc We will 
see it traded against a whole 
range of currencies. Things 
will look completely differ- 
ent. that's for sure." 

But it may take time for 
the euro to challenge the 
dollar as the international 
currency of choice, because 
of the deep reserves held to 
dollars worldwide. 

A change in the dollar’s 
status could hurt the posi- 


tion of the New York mar- 
ket, which remains the larg- 
est foreign mrchang g centre 
after London. 

Turnover in New York has 
grown by 43 per cent since 
the last survey, at an aver- 
age of $351bn per day in 
April compared to $244bn in 
1995, for an annualised 
growth rate of 13 per cent 

The New York market for 
foreign exchange swaps Is 
now larger than the spot 
market, accounting for 47 
per cent of foreign exchange 
transactions, compered to 42 
per cent spot volume. The 
daily turnover of foreign 
exchange and interest rate 
derivatives has increased by 
75 per cent in three years, 
rising from $52bn in 1995 to 
$91bn to April 1998. 

However, New York is still 
only just over half the size of 
the London market. London 
is home to a daily turnover 
of 4837bn, as much as DS. 
Japan and Singapore, the 




next biggest markets, com- 
bined. 

Hie London market also 
showed a rapid rise in over- 
the-counter (OTC) deriva- 
tives currency trading, 
which rose by 131 per cent in 
the three years si nce the last 
survey. 

"The problems to Asia 
have shown that if you do 
have to hedge a currency 
exposure, there are more 
effective ways of doing it 
than just using the spot or 
forward market," Mr Heron 
said. 

As the Japanese market 
shrinks, Singapore is chal- 
lenging Tokyo's position as 





SOPHIA 

ANTIPOLIS 


2nd VENTURE CAPITAL 
INTERNATIONAL SUMMIT 

AT SOPHIA ANTIPOLIS, FRANCE 
DECEMBER, 7-8, 1 998 


Considering the success of the first edition in 1 997 - more than 500 participants, speakers, 
investors and companies of quality, high financial transactions rate - Sophia Antipoiis is 
organizing a new summit in december. 


YOU ARE AN INVESTOR SEEKING GROWTH COMPANIES WITH A FUTURE, 
YOU ARE AN ENTREPRENEUR LOOKING FOR VENTURE CAPITAL, 
COME AND TALK TO EACH OTHER AT THE SECOND VENTURE CAPITAL 
INTERNATIONAL SUMMIT, AT SOPHIA ANTIPOLIS, FRANCE. ’ 


Investors from Germany, Greot Britain, USA, France and Israel, the honored guest, 
representing about 50% of the potential investment in Europe, will consider selected 
projects in the industries of Information Technologies, Life Sciences and the 
Environment. 

for more information, 

contact S.A.E.M. Sophia antipoiis COTE-d'azur 
Tel. 33 (0)4 92 94 59 94 Fax 33 (0)4 93 65 40 69 ' 

blip. / /»»ww. VCSA.org 
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Asia’s blggast foreign 
exchange market 

The Bank of Japan’s sur- 
vey, part of the survey of 43 
countries and regions co-or- 
dinated by the BIS,' showed 
that average daily turnover 
In Tokyo’s foreign evni n mg w 
market has fallen 73 per 
cent since 1995, its first foil 
since the survey began in 
1988. 

Toyko’s daily turnover to 
spot, forward and Bwap 
transactions dropped to 
$14S.7bn in April, compared 
to $161.4bn to April 1995/ 

The BoJ said that a sharp 
decline in forward and swap 
transactions lay behind the 


Israeli 
PM may 
try to buy 
off settlers 


By Judy Dempsey hi Jarosabui 
and Stephen FUtor - 
In Washington 

Befoamin Netanyahu, Israeli 
prime minister, who 
returned from Washington 
yesterday, may offer Ariel 
Sharon the pest of foreign 
minister in an attempt to 
buy off Jewish settlers who 
are threatening to topple the 
government- . 

The deal, if confirmed, 
might convince hardline set- 
tlers to accept a limited sec- 
: ond Israeli troop pullback 
from the West Bank that 
would leave Palestinian 
towns and villages cut off 
from each other by the set- 
tlement by-pass roads. 

It would also catapult one 
of Israel’s most hawkish pol- 
iticians, currently infrastruc- 
ture minister, into the lime- 
tight. The foreign ministry 
has been under Mr Netan- 
yahu since January when 
David Levy resigned, in a 
protest over tax cuts and 
other Issues. All appoint- 
ments have since been made 
by Mr Netanyahu, commute- 
cation between senior minis- 
try officials and the mime 
minister's office has been 
kept to a minimum and 
morale has sunk as the min- 
istry has been robbed of ini- 
tiative. 

The settlers, representing 
1 per cent of the population, 
believe the Netanyahu gov- 
ernment is vulnerable - it 
has a majority of only one in 
the Knesset, or parliament 
"If the government decides 
on this withdrawal, which 
means giving Arafat a Pales- 
tinian state on a silver plat 
ter, we won't be able to be 
partners to tote government. 
‘Hiis means there will be 
early elections,” said Hanan 
Porat. Knesset deputy for 
the rightwtog National Reli- 
gious party. 

But it is far from clear 
what Mr Netanyahu agreed 
during talks with President 
Bill Clinton. Under pressure 
from Israel, diplomats said 
Mr Clinton declined to con- 
firm publicly that Mr Netan- 
yahu had accepted a 
watered-down version of an 
earlier US proposaL That 
envisaged handing over 13 
per cent of West Bank land 
to Palestinian centred. 


fan But crisis to Jap- 
anese banking system has 
also played a part A reduc- 
tion of credit hues to Japa- 
nese financial institutions on 
currency transactions due to 
dAr-tining confidence in Japa- 
nese banks Flag p ushed down 
volumes. ' 

Paul Chertkow, head of 
global currency research at 
the Bank of Tokyo-Mitsubi- 
shl, said some Japanese 
hanks had suffered from the 
“Japanese premium” and 
recent credit downgrades. As 
a remit co u nterparties had 
been unwilling to do busi- 
ness with some Japanese 
institutions. 


ByEdward Aldan in Toronto which was initially designed 

— * to deal with current account 

Canada yesterday proposed problems arid lacks the 
tile creation of an < ™ « *gpn«y . resources to deal with capi- 

mochonia m Hurt wOUld allo w tal OaSSS, Mr Martin SaM.- 

debtor countries to freeze - “Akin to runs on the bank, 
temporarily their short-term hiit on a staggering scale, 
financial obligations to the these outflows are simply 
event of financial crises that too large for the IMF to 
pose the threat of default finance because global capi- 
Paul Martin, finance mto- tal flows have grown so tre- 
ister,. said in a speech to mendously," he said. 
Commonwealth business . Under the proposed mech- 
leaders to Ottawa that pri- anism. private sector lenders 
vafe w*nr inves tor s such as would face obligations equal 
banks must in the future to governments in providing 
accept formal obligations for liquidity and restructuring 
the resolution of interna- debt The procedures would 
flnnaT finimrfai crises. allow these creditors to be 

That could rnpsan negotia- represented in all such ricgi> 
an “emergency stand- tiations. 
still clause” into all cross-' ' South Korea was success- 
border financial contracts ful last year to negotiating 

involving sovereign borrow- - 

tog. The danse, which would 

allow for the declaration of a Banks must 3CCept 

moratorium of perhaps 90 

days on all debt repayment obligations for 

and debt servicing, would 

give Countries the breathing SOIVing CHSeS 

room to renegotiate pay- 

meats in the face of a finan- 
cial crisis. ' . an ad hoc standstill with its 

The Clause could only be creditor banks, said Mr Mar- 
exercised to mctramp rirmtn- tin, in contrast to Russia's 
stances where the with- unilateral defaulting on its 
drawal of short-term finance debt., 
was severely hampering toe But an emergency clause 
restoration of financial sta- would help lay out the 
bility, and would require the ground rules for such negoti- 
agreemant of the executive ations before a crisis 
board of the International occurred, not after. 

Monetary Fund, Mr Martin Canada is also proposing 
said. • ' that the IMF draw up a 

The proposals come at the “roadmap” for capital mar 
.opening of a three-day meet- ket liberalisation that takes 
ing of - Commonwealth seriously the need for capita] 
finance officials in Ottawa controls under certain cir 
that is focused on finding cmnstances. 
ways to protect developing This would be a practical 
countries against the desta- guide to how countries coulc 
billsing effects of volatile pursue capital liberalisatioi 
capital flows. “without suffering a dead!} 

In addition. Mr Martin financial accident on th< 
plans to press toe initiative way”, said Mr Martin. Thai 
with his counterparts at a roadmap could include con 
meeting of IMF finance offi- trols on short-term capita 
dais to Washington at the inflows for emerging mar 
weekend. kets with relatively fragilt 

The proposed standstill financial systems, he said. 

mechanism is intended to _ 

address the underlying Strains on the IMF and Work 
weaknesses of the IMF, Sank see Comment & Analyst 


an ad hoc standstill with its 
creditor banks, said Mr Mar- 
tin, to contrast to Russia's 
unilat eral defaulting on its 
debt.. 

But an emergency clause 
would help lay out the 
ground rules for such negoti- 
ations before a crisis 
occurred, not after. 

Canada is also proposing 
that the IMF draw up a 
“roadmap" for capital mar- 
ket liberalisation that takes 
seriously the need for capital 
controls under certain cir- 
cumstances. 

This would be a practical 
guide to how countries could 
pursue capital liberalisation 
“without suffering a deadly 
financial accident on the 
way”, said Mr Martin. That 
roadmap could include con- 
trols on short-term capital 
inflows for emerging mar- 
kets with relatively fragile 
financial systems, he said. 

Strains on the IMF and World 
Bank, see Comment & Analytes 


Iraq arms inspector 
reveals Israeli link 


By Route Khataf in London md 
Laura Slier ta Haw York 

Israel played an important 
role in assisting United 
Nations arms inspectors 
uncover how Iraq concealed 
its weapons of mass destruc- 
tion, Scott Ritter, the inspec- 
tor who resigned earlier this 
summer, revealed yesterday. 

Officials with the UN com- 
mission charged with dis- 
mantling Iraq’s arsenal of 
banned weapons (Unscom) 
yesterday played down the 
significance of Mr Ritter's 
statement and pointed out 
that many governments had 
helped disarmament efforts. 

Unscom declined to 
describe Israel's role or pro- 
vide details about any coun- 
try in particular. “People 
[from Unscom] have trav- 
elled to all sorts of countries, 
all over the world to see 
what information they pos- 
sess about Iraq’s weapons 
progr amm es," said Ewen 
Buchanan of Unscom. 

“In the absence of the 
Iraqis telling the truth, com- 
panies, go vernments and 
member states are encour- 
aged to assist us with our 
work by providing us with 
technical and physical sup- 
port or whatever informa- 
tion they have,” he said, 
adding, “some countries 
won’t help us.” 



Ritter. Israel helped UN break 
Iraqi arms coda 

Unscom went to Israel for 
help as early as 1994, after 
being “dismayed with the 
lack of intensity, the lack of 
enthusiasm, which ema- 
nated from Washington on 
this issue,” Mr Ritter said. 

“I can honestly say that if 
it weren’t for Israel, the spe- 
cial commission (Unscom) 
would not have been able to 
carry out the anti-conceal- 
ment effort,” he told Israel's 
Ba’aretz newspaper. 

Israel's main contribution 
over four years, according to 
Mr Ritter, was providing the 
methodology which finally 
allowed inspectors to break 
the code Iraq was using to 
issue instructions on the 


movement of weapons it 
wanted to hide from inspec- 
tors. 

Mr Ritter’s decision to 
reveal this information 
would appear to be part of a 
score settling campaign 
against the US. The former 
US Marine captain, who was 
responsible for Unscom’s 
anti-concealment operation, 
quit his job in protest 
against the US government’s 
moves to halt Inspections. 

He claimed yesterday that 
Israeli assistance had put 
inspectors on the verge of 
major discoveries, which the 
US had prevented them from 
pursuing. 

Mr Ritter said the US had 
blocked inspections because 
this would have entailed 
Inspecting the people closest 
to President Saddam Hus- 
sein, including his security 
services and family mem- 
bers, and would have led to 
direct confrontation with the 
Iraqi regime. The US, con- 
scious of the lack of support 
for military action against 
Baghdad, has been keen to 
avoid confrontation. 

Iraq claims that the com- 
mission has been biased and 
should be restructured 
before Baghdad reverses its 
August decision to halt 
co-operation with Inspectors. 
Baghdad has long accused 
Mr Ritter of spying. 


Iranian minister points 
way to better US ties 


The US must change its 
behaviour towards Iran and 
lift sanctions that hinder 
economic development if it 
wants a serious political dia- 
logue with Tehran, accord- 
ing to Kama] Kharrazi, for- 
eign minister, Reuters 
reports from New York. 

“to line wtfh the underly- 
ing principles of our foreign 
policy, the approach of the 
Islamic Republic of Iran 
towards toe US win be com- 
mensurate with changes to 
US behaviour towards Iran,” 
he told the Asia Society on 
Monday night 
He said US sanctions and a 
freeze on Iranian assets were 
retarding the economic pros- 
perity of ban and the region, 
and depriving US companies 


of lucrative Investments in 
Iran’s oil and gas industry. 

He also criticised US 
“one-sided support” of Israel 
and funding for a radio sta- 
tion to wage an anti-Tehran 
propaganda campaign. 

Mr Kharrazi cited three 
areas where Iran was “pre- 
pared to participate actively 
and constructively”, namely 
the fight against narcotics, 
against terrorism and 
against weapons of mass 
destruction! 

He also seemed to want to 
correct a widespread impres- 
sion that Iran’s more moder- 
ate foreign policy of the past 
year, with its overtures to 
the US and the west, was the 
work solely of President 
Mohammad Khatami, not 


n I- 


also of the country’s 
supreme leader. Ayatollah 
AH Khameini. 

Mr Kharrazi said this for 
eign policy “has also 
received the unreserved 
blessing of the leader of the 
Islamic Revolution”. 

Th® speech had been antic- 
ipated as the authoritative 
Iranian response to a speech 
to the Asia Society on June 
17 in which Madeleine 
Albright, US secretary of 
state, unveiled a us "road- 
raap" for improving US- 
Iranian ties. 

The Clinton administra- 
tion sent several senior offi- 
elate to hear Mr Kharrazi's 
deluding Thomas 
PJckertae. undersecretary of 
state for political affairs. 
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SHIPPING FINANCE 


A secretive 
industry opens 
its books to 
new lenders 


By Charles Batchelor, 

Transport Correspondent 

The world shipping industry 
may need to raise up to 
S160bn over the next five 
years to finance the pur- 
chase of new and second- 
hand vessels, according to a 
survey by D re wry Shipping 
Consultants. 

The need for external 
sources of finance has forced 
a traditionally secretive 
industry to open its books to 
outsiders such as banks, 
bond issuing houses and 
credit rating agencies. 

Even the normally reticent 
Greek shipping community, 
the world’s largest with 16 
per cent of the global fleet in 
terms of tonnage, has over- 
come its shyness of public- 
ity. the survey said. 

One notable feature of 
recent fund-raisings by ship- 
owners has been the popu- 
larity of “junk bond” issues 
- high-yield debt issues 
which have not obtained an 
investment 'grade rating - 
on the US capital markets. 

Drewry estimated that 
shipowners raised $29bn 
from all sources to finance 
new buildings in 1997 - 
assuming that 80 per cent of 
the purchase price was met 
externally - and that the 
total requirement for the 
period 1993-2002 would be a 
further $125bn. • - 

However, this excludes 
cruise ships, which are 
undergoing a boom, and 
other specialised vessels. 

The expected need to 
finance second-hand ships is 
around S30bn-S35bn, assum- 
ing that 60 per cent of the 
cost is financed externally. 

The increasingly global 
nature of financial markets 
has allowed more finance 
providers to move into the 
shipping market despite its 
extremely cyclical nature. 
‘Ship finance is more cycli- 
cal than the shipping indus- 
try itself." the survey said. 

Poor returns in other 
areas of investment have 
also persuaded newcomers 
to enter the shipping 
market alongside the core 
players, currently estimated 
to number between 40 


atkI 65 institutions. 

The shipping crisis of the 
1380s. when huge losses were 
sustained by banks, bag not 
deterred bankers from 
returning to the sector. 

Junk bonds have also 
become more readily avail- 
able in the past two years. 
They are typically for 10 
years and do not require 
principal to be repaid until 
the end of that period. 

But on the debit side, the 
rate of interest will be high 
and in the event of the 
issuer being unable to keep 
up interest payments, the 
bondholders are unlikely to 
show tolerance. Many insti- 
tutions have a policy of sell- 
ing a defaulted bond which 
would almost certainly lead 
to attempts to wind up the 
issuing company. 

The use of bonds has 
helped make shipowners 
more open to the outside 
world, however. “Until 
recently the idea that a ship- 
owner would have the pluck 
to apply for a credit rating 
and issue bonds, with all the 
outside scrutiny that entails, 
seemed nothing short of pre- 
posterous," the report said. 

“ Traditionally Greek ship- 
owners have been reluctant 
to approach the US capital 
markets as a result of the 
high level of disclosure 
required. In addition, owners - 
have been afraid that under* 
US law their company will 
be more prone to liabilities 
in the event of a major inci- 
dent.” 

But the opportunities for 
fund-raising have proved 
strong enough to overcome 
t-hift traditional caution. 

Tapping the equity mar- 
kets remains difficult for 
shipowners, however. The 
sector has gained a reputa- 
tion for volatile prices and 
has underperformed on most 
stock markets. 

Shipping companies are 
generally too small to attract 
much interest from analysts 
so shares suffer a lack of 
liquidity. 

Ship Finance; Choices, Com- 
petition and RiskIReioard 
Equations. Dreary. Fax +44 
171 987 3396. £450 (*756) 


Talks starting 
on big shake-up 
in Lome pact 


By NeO Buckley In Brussels 

The European Union and 71 
African. Caribbean and 
Pacific countries today 
launch negotiations on a 
sweeping shake-up of the 
Lome Convention, their 23- 
year-uld trade- an d aid agree- 
ment. 

Joao de Deus Pinheiro. EU 
development commissioner, 
will meet Billie Miller, dep- 
uty prime minister of Barba- 
dos and president-in-ofilce of 
the ACP countries’ council 
of ministers, to launch the 
talks, expected to last at 
least a year. 

The EU has proposed sig- 
nificant changes to the 
agreement, one of its 
biggest foreign policy com- 
mitments, which covers both 
development nid totalling 
Ecul!.5bn (S2.9bni a year 
from Europe, and preferen- 
tial market access for ACP 
countries - many of which 
are former European colo- 
nies. 

Some 45 per cent of ACP 
exports go to the EU, while 
5ti per cent of all official 
development assistance to 
ACP cuuntrius comes from 
the EU and its member 
states. The biggest and most 
controversial proposal is to 
replace the non-reciprocal 
trade preferences enjoyed by 
ACP countries with free 
trade agreements between- 


the EU and regions, sub- 
regions or individual coun- 
tries. 

Mr Pinheiro insisted last 
week each agreement would 
be appropriate to the level of 
development of the countries 
involved, and would be 
"asymmetrical" - giving big- 
ger access for ACP countries 
to EU markets than the 
other way around. 

The change is partly inevi- 
table, since the current sys- 
tem .requires an exemption 
each year from World Trade 
Organisation rules. 

“Our experience is that 
getting this derogation is 
getting more and more dif- 
ficult," Mr Pinheiro said. 
-The preferential system as 
it stands has also not 
allowed us to increase 
exports from our ACP 
friends." 

He added that free trade 
agreements would do more 
to alleviate poverty by help- 
ing developing countries 
integrate into the world 
economy, and attract private 
investment. 

But some ACP countries 
warn their economies are too 
fragile to withstand even an 
asymmetrical free trade deal 
with the EU. 

Development groups also 
fear ACP states lack the 
negotiating experience to 
ensure they win deals that 
would benefit them. 


INDO NES IAN PROJECTS BONDS RUN RISK OF DEFAU LT AFTER STATE COMPANIES FAIL TO PAY FOR ELECTRICITY 


Moody’s downgrades big power schemes 


By Ambew Taylor In London 
and Sander Th Denes in Jakarta 


Moody's Investors Service 
yesterday downgraded three 
large Indonesian power pro- 
jects, backed by US energy 
groups, warning that bonds 
issued to support the 
schemes ran the risk of 
default 

The move comes as the 
Indonesian government Is 
under increasing interna- 
tional pressure to honour 
power purchase agreements. 

Alan Larson. US assistant 
secretary of state for eco- 
nomic and business affairs. 


said, in Jakarta yesterday: 
“.When there are contractual 
obligations, it's important, 
where possible, to honour 
them. When it’s impossible, 
to do that, [renegotiations] 
must be done in an open, 
fair and transparent man- 
ner.” 

Problems have arisen 
because two Indonesian 
state companies. Pertamina 
and Perusahaan Llstrik 
Negara, have failed to make 
full payments for electricity 
supplies. 

The three projects down- 
graded by Moody's include 
the country's largest power 


project, Paiton One. a 
1.230MW scheme sponsored 
by Edison Mission Energy. 
Moody's has downgraded 
finances for the scheme to 
Caa2- 

Two other projects have 
been downgraded to Ca. 
These are CE Indonesia 
Funding's geothermal pro- 
jects at Dieng and Patuha, 
sponsored by CalEnergy and 
DSPL Finance Company's 
geothermal project at Gun- 
ung Salak backed UnoCal of 
the US. 

Project bonds rated Ca 
“are speculative in a high 
degree. . . such issues are 


often in default or have 
other marked shortcom- 
ings," according to 
Moody’s. 

The collapse of the rupiah 
has left Indonesia with 
costly power purchase agree- 
ments which are nominated 
in dollars while it sells in 
rupiah. The currency crisis 
also has weakened demand 
for electricity from industry 
and business. 

Moody's said that 
failure by Pertamina. the 
state-owned oil and gas 
group, and PLN. the power 
utility, to pay CE Indo- 
nesia and DSPL represented 


a failure by government “to 
abide by its support obliga- 
tions’*. 

It warned that it was 
“inevitable that similar con- 
tractual breaches will occur 
in respect of other 
independent power projects 
as and when they come an 
stream". 

Some of the most costly 
contracts, such as for Paiton, 
have been signed with for- 
eign investors who teamed 
up with relatives and friends 
of former president Suharto 
even though much of the 
country already faced over- 
supply. 


PLN, the power utility, has 
so far told independent 
power producers only that it 
lacks the cash to pay but 
producers complain they 
have heard little else. Some 
have proposed partial pay- 
ments, with compensation in 
the form of options to buy 
PLN power plants, but have 
waited in vain for any 
response. 

Power analysts presume 
that Paiton will have to 
accept lower rates but PLN 
will not need its power even 
then, os it faces a drop tn 
consumption due to (he eco- 
nomic crisis. 


US steel industry seeks to check import surge 


By Nancy Dunne in Washington 

The US steel industry, 
backed by the steelworkers' 
union, is expected to file the 
first of a series of unfair 
trade complaints as early as 
today. 

The company-union coali- 
tion is also seeking separate 
action from the US govern- 
ment to check surging steel 
Imports, which reached a 
record 4m tonnes in 
July. 

Representatives of 12 steel 


companies and the unions 
have met administration offi- 
cials, including Charlene 
BareheCsky. US trade repre- 
sentative, and Robert Rubin, 
treasury secretary. 

Among other suggestions, 
they urged strong pressure 
on Japan to stem the flood of 
imports, which so far this 
year are 130 per cent higher 
than in the same period a 
year ago. 

The US steel industry has 
been one of the first to share 
the pain of the economic tur- 


moil in Asia and Russia. 
Officials have been anx- 
iously watching imports for 
the past year, as Asian 
demand weakened and 
exports were diverted to the 
US. 

So far this year, imports 
from Russia have risen 
almost 19 per cent; from 
Japan, 130 per cent; Korea, 
98 per cent; Indonesia, 374 
per cent; Australia, 120 per 
cent: South Africa, 94 per 
cent; India 57 per cent, and 
Ukraine, 52 per cent. 


"We are sympathetic to 
what is happening in these 
countries." said Hank Bar- 
nette. chairman of Bethle- 
hem Steel. "But we have 
gone through a significant 
transformation. We have 
reduced jobs from 500,000 to 
200.000 and really restruc- 
tured. We are truly a low- 
cost and high-quality pro- 
ducer." 

George Becker, head of the 
steelworkers' union, 
expressed concern that anti- 
dumping and subsidy laws. 


changed to make them con- 
sistent with the World Trade 
Organisation rules, would 
not proride sufficient protec- 
tion soon enough to prevent 
large-scale job 

losses. 

"I am very fearful with 
devaluation and 1 overseas) 
industry depressing the 
wages that this may not be 
considered dumping." Under 
the US definition, “dump- 
ing" is selling at below "fair 
market" prices. 

“We feel if we don't raise 


hell, nothing will be done," 
said Mr Becker. "We're 
ready to hit the docks." sug- 
gesting that steel workers 
and other union members 
may protest against the 
unirciding of foreign steel. 

Mr Barnette said overseas 
producers must "bring about 
their own rehabilitation". 
Solutions should be multilat- 
eral. However, the US tried 
and failed to lead negotia- 
tions Tor a multilateral steel 
arrangement in the early 
1990s. 
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NEIGHBOURLY MOVE PROPOSALS WOULD AFFECT EMERGING ECONOMIES □ CHALLENGE TO G7 DEMAND FOR RAPID LIBERALISATION 


Japan ponders support for capital curbs 


By Gillian Tett in Tokyo 

Japan's finan ce ministry was 
yesterday discussing propos- 
als to support occasional 
controls on short-term capi- 
tal movements in emerging 
markets. 

It is likely Japan win press 
western countries to back 
the idea at meetings of the 
Group of Seven industria- 
lised countries and the Inter- 
national Monetary Fund this 
weekend and next week. 

The stance could drive a 
wedge between Japan and 
other G7 countries such as 
the UK and US. which, 
together with the IMF, have 
traditionally encouraged 
rapid capital liberalisation. 
"Any move by Japan to sup- 
port capital controls will not 
be very helpful,” one west- 
ern diplomat said yesterday. 


Korea N-funds may be resumed 


The Japanese government 
indicated yesterday it could 
reverse its decision to freeze 
$lbn funding for a light 
water nuclear reactor in 
North Korea. Michiyo Nak- 
amoto reports from Tokyo. 

In a move that highlights a 
shift in Japan's policy 
towards the Korean 
peninsula, Masahrko 

Komura, foreign minister, . 
said it was time to consider 
when the suspension of 
Japan's contribution to the 
Korean Peninsula Energy 
Development Organisation 
(KEDO) reactor programme 


should be lifted. 

“There is a feeling in the 
US. South Korea and the 
international community that 
Japan has continued [its 
suspension of funding for 
KEDO] long enough," Mr 
Komura said. “The time has 
come for us to seriously 
consider lifting the 
suspension." 

Japan suspended funding 
for the light-water nuclear 
reactor following North 
Korea's launch last month of 
what Tokyo assumed was a 
ballistic missile across 
Japanese territory. 


Kiichi Miyazawa. the remained “vague and not 
finance minister, yesterday clear” ahead of the G7 meet- 
stressed that the proposals log. “Many people are sym- 


pathetic to the need [for cap- 
ital controls], but nothing 
firm is decided yet," a senior 
bureaucrat said. 

However, the Finance min- 
ister said that he was seek- 
ing to find some “middle 
ground** between totally lib- 
eralised capital flows and 
the type of strict controls 
that Malaysia has recently 
introduced. In particular, 
officials indicated that Japan 
was likely to use the G7 
meetings to call for better 
monitoring of hedge fund 
operations and the occa- 
sional use of controls on 
short-term capital inflows in 
emerging markets. 

Takatoshi Ito. an econom- 
ics professor and adviser to 
the Ministry of Finance, 
said: “I think what Miya- 
zawa wants to do is send a 
message of support to emerg- 


ing countries - to say that it 
Is OK for emerging markets 
to impose some controls mi 
■ inflows.'’ 

The ministry has been 
floating the idea of some 
form of capital control in pri- 
vate for four years. It has 
also been secretly opposed to 
some IMF austerity policies 
for south-east Asia in the 
last fiscal year. 

However, until recently 
Japanese diplomats were 
reluctant to express their 
opposition to the IMF stance 
in public, partly because 
Japan received a humiliating 
rebuff when it floated pro- 
posals to create an Asian 
Monetary Fund last autumn. 

But the recent Asian crisis 
has left Tokyo under new 
pressure to produce regional 
initiatives that will be popu- 
lar among its neighbours. It 


has refused to condemn Mal- 
aysia's capital controls. 

Japanese diplomats sus- 
pect that the US position of 

supporting liberalisation at 
ail cost has been weakened 
by the current confusion 
about US foreign policy and 
recent large losses at some 
US hedge funds. 

Japanese officials yester- 
day stressed that they were 
unlikely to call for blanket 
capita] controls on both out- 
flows and inflows, or for cap- 
ital controls in developed 
countries. Instead, the pro- 
posals wQ] focus on inflows 
and are likely to be limited 
to emerging markets. 

They also said that any 
initiative was likely to be 
coupled with other policies 
to support south-east Asia, 
such as an effort to revive 
the regional bond market. 


Stimulus measure may be brought forward 


By Mtdnyo Nakamoto in Tokyo 

The Japanese government 
yesterday indicated it was 
considering bringing for- 
ward a planned second sup- 
plementary budget worth 
YlO.OOObn C$73bn) aimed at 
stimulating the economy. 

Hiromu Non aka, chief cab- 
inet secretary, said a second 
emergency Diet meeting 
could be convened in 


November so the govern- 
ment could try to pass the 
supplementary budget. 

Mr Nonaka admitted the 
first supplementary budget 

implemented in fiscal 1933. 
worth Y16,000bn. was not 
having the desired effect of 
boosting the Japanese econ- 
omy. *Tt cannot be helped if 
it is pointed out that the 
economy is shrinking,” Mr 
Nonaka said. 


The government will also 
consider bringing forward 
planned tax cuts, worth 
Y6.000bn which Keizo Obu- 
chi. the prime minister, has 
pledged to implement. 

The government had 
planned to get the supple- 
mentary budget passed dur- 
ing the plenary Diet session 
to be convened in January. 
However. Japan is under 
growing pressure from trad- 


ing partners to act quickly 
to boost the economy. 

Yesterday*, the ruling Lib- 
eral Democratic party failed 
to present its proposal on a 
scheme that would take the 
place of a Yl3,000bn fund set 
aside to recapitalise weak 
but viable banks. Such a 
scheme is considered crucial 
to restoring the capital ade- 
quacy of healthy banks 
preventing systemic risk. 


The LDP's proposal, which 
calls for the government to 
buy common shares in 
banks in proportion to the 
extent of their capital ade- 
quacy ratios, was scheduled 
to be presented to the oppo- 
sition yesterday but met 
with resistance from within 
the party. “The LDP is hav- 
ing trouble forming a unified 
stance,” said an opposition 
official. 


Under the LDP proposal, 
the government would buy- 
less than 50 per cent of com- 
mon shares in a bank with a 
capital ratio of between S per 
cent and 4 per cent and more 
than 51 per cent for banks 
whose capital ratio is under 
4 per cent but above 2 per 
cent Banks with a capital 
ratio of less than 2 per cent 
would be put under public 
administration. 


China assures foreigners over currency curbs 


By Janes Kynge in Beijing 

Chinese officials are sparing 
little effort in reassuring for- 
eigners that a spate of new 
controls on foreign currency 
transactions do not signal a 
retreat from the country's 
much vaunted “open door" 
policy. 

They say yesterday's mea- 
sures to combat capital 
flight are tbe temporary 
product of “unusual circum- 
stances". But many in the 
foreign business community 
worry that unusual circum- 
stances could last an unusu- 
ally long time. 

The pressures causing 
alarming outflows of foreign 
currency may be slow to dis- 
sipate. Companies are con- 
cerned that China may have 
to devalue because of its 
worsening trade perfor- 
mance and because of the 
slowdown in a wider econ- 
omy plagued by chronic 
oversupply and deepening 
deflation. Exports fell 2.4 per 
cent in August, from the 
same month a year ago. Last 
year, they climbed 20.9 per 
cent for the whole year. 

Individuals, who according 
to official figures hold $80bn 
in foreign currency, also 
appear increasingly con- 



‘Not another dollar,’ threatens US power investor 


Wu Xiaoling: Chinese import agents to be investigated Reuters 


vinced that China may have 
to devalue some time next 
year. Tbe recent reluctance 
of officials to pledge that the 
renminbi will not be allowed 
to depreciate in 1999 has bol- 
stered such convictions. 

It seems likely therefore 
that foreign companies trad- 
ing or investing in China 
may have to contend for 
some time with the side- 
effects of Beijing’s battle 
with capital flight 


“They do not want to 
make life more difficult for 
us but our interests are 
being sacrificed to a greater 
cause, and may continue to 
be for some time,” said one 
foreign banker in Beijing. 

Foreign investors find 
themselves unable to hedge 
foreign debt exposure 
because of a State Adminis- 
tration of Foreign Exchange 
(SAFE) prohibition on Chi- 
nese banks lending renminbi 


AES Corporation, one of the 
largest foreign investors in 
China’s power sector, says it 
will not Invest “another 
dollar” until authorities 
resolve problems that have 
hit the company's revenues, 
James Kynge reports from 
Beijing. The decision is one 
of the clearest signals of 
growing discontent among 
foreign businesses as 
China's slowing economic 
growth puts strains on 
revenue-sharing deals and a 
spate of recent foreign 
currency regulations throw 
corporate plans into 
disarray. : 

“Every month, someone 


for the purpose of pre-paying 
foreign currency loans. 

Wu Xiaoling. director gen- 
eral of SAFE, said yesterday 
Chinese banks could provide 
renminbi loans to foreigners 
for working capital. Lending 
to new projects in renminbi 
is permissible only if the for- 
eign investor “pledges for- 
eign currency in order to get 
the renminbi loans," she 
said-Demand for renminbi 
financing is keen because of 


Howard counters racism claims 


tries to break a contract, or 
get out of some sort of 
payment” sard Bill Ruccius, 
president and chief exec- 
utive of AES Orient north 
Asia division of AES Corpor- 
ation, one of the world’s 
largest power companies. 

Mr Ruccius said AES, which 
has invested $38 0m in China 
in nine power projects with 
total capacity of 3.000MW, 
has a long-term commitment 
to China But he added 
“things are going to have to 
change a lot" before the 
company invested more. 

He said if. problems were 
ironed out the company 
could double its investment 


fears of devaluation. 

Another consequence of 
yesterday's measures could 
be felt by foreign banks and 
companies that export to 
China Many exporters sell 
their goods to Chinese 
import agents, which buy 
the products with hard cur- 
rency loans from foreign 
banks. But these import 
agents are now the subject 
of SAFE investigations into 
whether they used fake doc- 


EOf 


in China over the next one 
or two years. 

One key issue, Mr Ruccius 
said, was that the State 
Development Planning 
Commission, an influential 
central government organ, 
had not yet approved 
scheduled 1998 tariff 
increases for six of AES’s 
power projects. Tariff 
increases are not retroactive. 

Another blow has been 
payment delays by clients, 
such as an aluminium plant 
and a city authority, for the 
power they have received. 
Some clients no longer need 
ail the power they are. . 
contracted to buy. 


aments to shift foreign cur- 
rency offshore. If they are 
found to have generated 
more than Sim in illegal 
dealings, their trade licences 
will be revoked, said Ms Wu. 

The number may be large 
because forged documents 
representing “several bil- 
lions" of dollars have been 
uncovered. This may mean 
that foreign exporters are 
forced to find different 
agents. 


NEWS DIGEST 

CAPITAL ADEQUACY TEST 

Bank Indonesia offers 
boost to ailing banks 

Indonesia’s central bank yesterday offered !o stimuli:*' 
recapitafcation of the troubled banking sector b> mating 
four rupiah for every rupiah offered by sharehaWefs -w'd 
investors. 

Syahrit Sabirin, governor of Bank Indonesia, sani o.ihks 
with capital adequacy ratios below 4 per cent hart ,i mnnrn 
to submit a business plan for raising the ratio to 8 nisi: 
and reducing exposure to affiliated patties. Banks *!i<ch 
fail to attract new funds risk closure, he said. 

This matching fund approach had been pushed tiv 
Internationa! Monetary Fund as a way to keep 'squid banks 
afloat, rather than just bail out collapsed banks as the quv- 
emment has attempted so tar. mostly in vain. 

The government would take a non-voting share in any 
bank it helps to recapitalise and offer those shares tor sate 
after three years. Banks owe the government RplSCXUGbn 
($13.8bn), plus interest. Finance minister Bambang 
Subianto said yesterday 14 collapsed banks wcuM h.no to 
repay the government in cash, abandoning efforts to nego- 
tiate a handover of assets that had been v.ictek criticised 
as too soft. Sander Thoenes, Jakarta 

THAI POLITICS 


Coalition faces shake-up 

The Thai government was yesterday on the verge o? ,i 
coalition and cabinet reshuffle that is likely to increase 
substantially the government’s majority in parliament but 
could result in the break-up of the economic policy -mak- 
ing team led by the ruling Democrat party. 

Coalition members feel they need Chart Fnttana. me 
third largest party with 52 seats in the 393-seat parliament, 
to stabilise a government rocked by both corruption alle- 
gations against one coalition partner and the likely loss of 
12 MPs expected to be expelled from parliament lor ri*;\ - 
ing their party leader and supporting the government 

But Chart Pattana is demanding minister or deputy min- 
ister portfolios in economic mmistnes including finance, 
commerce, industry, transport and communications, labour 
and foreign affairs. Ted Bardacke, Bangkok 


HONG KONG 

Foreign currency deposits grow 

Foreign currency deposits in Hong Kong grew much taster 
than deposits in the Hong Kong dollar last month, 
reflecting anxieties about the territory's exchange rate peg 
to the US dollar and a severe speculative assault on the 
Hong Kong currency. 

Figures released yesterday by the Hong Kong Monm.vy 
Authority, the territory's cte facto central bank.,showed US 
dollar deposits increased by 5.5 per cent from the end of 
July to the end of August. By contrast, total Hong Rung 
dollar deposits rose by just 0.6 per cent, with demand and 
savings deposits both falling. 

While the authorities defeated the August assault on the 
15-year currency peg. yesterday's statistics suggest the 
Hong Kong public has sought to hedge its currency expo- 
sure. John Ridding, Hong Kong 


SOUTH KOREA 


Bank protest strike cancelled 

A strike at nine South Korean banks to protest at job cuts 
was cancelled yesterday as labour-management talks con- 
tinued. Workers appeared ready to accept an offer of a 32 
per cent reduction in jobs, scaled back from 40 per cent, 
as a result of mergers among the nine banks. 

The strikes had threatened to disrupt some of Korea's 
biggest and weakest banks including Korea First, Cho- 
hung. Korea Exchange, Hanil, Commercial Bank of Korea. 
Kangwon, Chungbuk, Seoulbank, and Peace Bank. 

The banking union had planned an indefinite strike by 
36,000 workers starting at midnight yesterday to oppose 
an expected cut of 12.000 jobs. The government had 
warned the unions it would deal sternly with what it called 
an “illegal action". John Burton, Seoul 


By Gwen Robinson In Browns 
Plains, Queensland 

John Howard, Australia's 
prime minister, yesterday 
replied to fresh accusations 
of racism against his conser- 
vative coalition by cam- 
paigning in Queensland for a 
Vietnamese-born candidate 
standing for his Liberal 
party in Saturday's general 
election. 

Hours later, be repeated 
earlier pleas for supporters 


of minority parties, includ- 
ing the populist One Nation 
party, to direct their second- 
ary. or preference, votes to 
his coalition. 

Mr Howard's moves high- 
light the increasingly tense 
nature of the campaign's 
final days, as polls continued 
to show equal levels of sup- 
port for the coalition and the 
opposition Labor party. 

The prime minister's 
endorsement of Cuong Bui, 
who came to Australia as a 
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refugee 23 years ago, was 
aimed at damping contro- 
versy over remarks by Tim 
Fischer, deputy prime minis- 
ter and leader of the 
National party, the Liberals’ 
coalition partner. 

On Monday. Mr Fischer 
said Aboriginal land coun- 
cils. which oversee native 
claims, had become “blood- 
sucking" bureaucracies 
which took resources away 
from small Aboriginal com- 
munities. 
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Opposition groups accused 
the coalition of bringing rac- 
ism into the campaign, a 
criticism that seemed to fire 
Mr Howard’s rhetoric at a 
gathering of mostly Asian- 
born Australians in Bris- 
bane. 

“We should always be on 
guard against people who 
would divide the community 
on racial lines," be said, in 
reference to One Nation and 
its leader, independent MP 
Pauline Hanson. “This coun- 
try belongs as much to 
Cuong Bui as it does to me.” 

Mr Bui is contesting the 
seat of Rankin, which bor- 
ders Ms Hanson's former 
electorate of Oxley. Mr 
Howard later said he broadly 
agreed with Mr Fischer’s 
concerns that money for 
indigenous people was being 
wasted at tbe administrative 
level, but denied the 
remarks were intended to 
woo One Nation supporters. 

In speeches and television 
broadcasts. Mr Howard sal± 
“If people voting for minor 
parties, be it the Greens, be 
it tbe Democrats, be it One 
! Nation - if they don't want a 
Labor government, then 
they should take care to 
direct their preferences to 
the coalition." 

He also spoke about the 
widening crisis in Victoria, 
where a gas plant explosion 
last Friday has crippled 
industry and caused thou- 
sands of job losses by leav- 
ing most of the state without 
power supplies. The coali- 
tion is concerned that public 
anger could grow toward the 
state’s Liberal government 
and affect the coalition's 
chances. Mr Howard 
repeated an offer to try to 
help 1 aid-off workers, but 
said the disaster should not 
become an election issue. 




1968 

113.0 

110.7 

5.4 

042 

100.6 

1989 

115.5 

112.7 

5.2 

97.9 

100.1 

1990 

11&2 

112.4 

5.5 

62.7 

93.7 

1991 

113.3 

1102 

62 

61.7 

96.1 

1992 

117.0 

113,6 

7.4 

612 

1032 

1993 

122.2 

117.7 

62 

67.7 

106.6 

1994 

129.2 

124,0 

62 

792 

1122 

1995 

132.6 

1302 

5.5 • 

79.3 

1152 

1996 

137.6 

134.7 

5.4 

772 

120.6 

1997 

143.0 

147.4 

4.9 

792 

127.9 

3rd qtr.1997 

4.8 

4.9 

4.8 

78.9 

12 73 

4th qtr.1997 

4.0 

5.8 

42 

80.0 

127.6 

1st qtr.1998 

5.1 

4.7 

4.6 

81.7 

129.0 

2nd qtr.1998 

7.6 

4.0 

4.4 

j2| 

1282 

September 

4.2 

5.0 

4.9 

80.4 

127.9 

October 

3.4 

5.6 

4.7 

782 

1282 

November 

*2 

52 

42 

82.6 

1282 

December 

4.8 

5.7 

4.6 

782 

127.9 

January 1998 

4 3 

5.4 

4.6 

792 

127.8 

February 

4.9 

42 

46 

822 

128.0 

March 

5.5 

42 

4.7 

832 

1292 

Apr! 

7.0 

42 

4.3 


May 

82 

42 

42 

812 

128.4 

June 

7.0 

32 

4.5 

812 

1282 

July 

5.6 

2.0 



128.4 

August 


3.1 





25 135.2 

22 146.3 

2.1 149.8 

2.1 144.2 

2.1 1 24-2 

2.5 105.8 

2.9 89.4 

3.1 103.2 

3.3 1153 

3.4 120.8 


62 

165.1 

9 2.7 

5.6 

219.5 

96.7 

42 

261.9 

98.3 

42 

297.9 

95.5 

7 7 

287.9 

fa 5 

7.9 

229.0 

93 5 

84 

241.2 

102.4 

82 

268.3 

95. 1 

8.6 

274.1 

101.7 

9.7 

282.8 

109 3 


10 3 

293.3 

109.3 


107.9 

1072 

10.0 

1352 

101.4 

109.5 

111.1 

9.4 

160.6 

101.3 


3rd qtr.1997 
4th qtr.1997 
1st qtr.1998 
2nd qtr.1998 

September 

October 

November 

December 

January 1996 

February 

March 

April 

May 

June 

July 

August 


1102 

110.5 
110.7 
1102 

110.6 
1102 
1112 

1112 
110.1 
105.9 
110.0 
112 A 
112.6 
116.8 

9.4 

10.4 
11.7 
12.3 
11.6 
12.3 

12.5 

1282 

1092 

90.0 

104.1 

1.7 

5.1 

122 


3.0 

6.4 

124 


2.3 

7.3 

12.1 


3.3 

5.1 

112 


3.5 

4.6 

122 


4 A 

5.8 

122 


-0.5 

5.1 

12.4 


5.3 

72 

122 


5.7 

6.6 

122 


2.0 

6.7 

12.1 


-0.8 

62 

122 


4.0 

42 

11.9 


12 

5,8 

112 


4.9 

52 

112 


2.9 


11.8 



120.4 110.2 

123.9 11D6 


140.7 • 124.3 


1Q1 n 


- — - ' - — — - — — ,i — TIT 1 r. 

** acaeonaty adjusted. Satisfies te Genrtany apply only to wettem Germany. Data arppBod try Detastmam and were p—.n — 

Kwces except Japan and Italy (value series deflated by OECD ib»b CPfl. Rotes to tetri retail safes except France ana ,lom nwomu fjowfwwm 

0 "to- Industrial production; data from national government aoutes Includes mining, memActirtig. gas, eeettetty ond " rty) *** ■ l iM> irk’p.vmwr sk*im 

marotaoumg only] and UK (riso includes construction industries). Unemptayroent rate OECD standardised rare whldi ocftiais £ 72? «*cow Jap-w |«nm 

mrnotoyment used r, official sources Vacancy rate Merton relevant vacancy measure dhfctad by total eMten wnDtoynwi o™!," ,w J* .tefinotans e» 

US - hrip-wntad advertising. Jape" - rm vacancies. Germany and France - an axis vacant. Italy - no data ova****. UK - 0 L tn OECOmtoi 

OECD dau. Each to a cemrinuon of series, cycfcal ItactuaSons in wtueft usuriiy poceda cyScai fluctuations m genera economejnJ^' 04 Co " v ’ 0 * Jl8 taring Mater. 


ill’’.' 





jir 

iirni 

iiUU l ‘ 

fu*r! > 








•linist 




i 

• ; 

•« tef#' 
■ 




i.v- : 















1 r 


^ «><* ; a 


?*Bfr 



v K , . 



f****y^. ■ ivtv 

r* T^'Tr/if ..: 
*£*’■'£ rtV*,. ., 

???:.. s 

;; < ’ V* -V.' ..: • 

£<i «“i 0 * *.• j 

« r :i>-*i* 

s*V T ' ■-*-*--»■ 

i "-' ': -.. 

:2*: .-r-nii:-- 

• CV> - 

— J> " : W. 


*'.»»?.. ' : . ',. . f 
i-.. :,. 
^ ■«. V» ... 
‘^r. -1I.T, s~ . 


!** Nonesj. 

b00s ' '« «£> 

-"■v. 9 S 



j*; r. 

k > '<&$ 'l-Jii j 

-Vviri-:*.?. --. 
£=. 

JK-'v-. -,;. 

. '.feawvli 
-.■*'. ^ • •%* 


’*<4: s r f - . v 

Coaiifior 


■-Ct’K f; •. I. 

JU 



i ■» 


**,*k>\ * . ••-,• 

fti'n;;" .; ...:■: 







«*$*?*#*... 

jrtfi fcc .. 


w^* 


TVfrV? , 

. ---. 


?...v, f -.,^.. , v 
: -■>' •>. :• 
^"",rr T f ’-•■*'•'.• -■ 
X'c' -\ : - -C.'. 

; **-5 - v - 

. *— . ;- i '“ • - 
r"“ •**>- J. T-Vj -i ••: 

; -v- "■■■ 4 “-; 1 • 

-• 

A. !-'UL!-l»“ .. fl— f- 1 


Ifc&r ’■•■ * • 

&>■-■* ;■■■ * ’ ■:'• >• ,T 


; ya ,v i,' 


i ipN^A 


^■V 




FINANCIAL TIMES WEDNESDAY SEPTEMBER 50 199S ★ 


BRITAIN 


SCOTLAND MPS DEM AND PROBE INTO GOVERNMENT ASSISTANCE AS US GROUP REVEALS TWO PUNTS TO CLOSE 


Viasystems to shed 1,300 jobs 


ByKBvbiBnnm 
and Andrew Parker 

Viasystems, a 

privately-owned US company 
based In St Louis, is to shed 
1.300 jobs bom two plants in 

the Borders area of Scotland. 

The revelation prompted 
Scottish MPs to call lor an 
investigation into the use of 
public money for the -compa- 
ny's plant in Newcastle, in 
north-east England, which 
employs 450 people and is 
expected to expand further. 

Viasystems said it would 
close its printed circuit 
board plant in Galashiels in 
January. The factory in Sel- 
kirk wfi] close in June. The 


closures are a substantial 
blow to the Borders region, 
which has suffered hundreds 
of job losses recently 
because of retrenchment by 
Dawson International, the 
textiles group which owns 
Pringle knitwear and other 
local companies. 

Viasystems, the world’s 
biggest independent manu- 
facturer of PCBs, said the 
closure followed a strategic 
review of operations in 
Europe, where it has expan- 
ded rapidly over the past 
year. 

R-V. Linn , the company’s 
European vice-president, 
said the "timing and sever- 
ity” of the announcement 


reflected the strength of the 
pound and softness in the 
world market for PCBs. 

But Michael Moore and 
Archie Kirkwood, the opposi- 
tion Liberal Democrat MPs 
for the Borders area, said 
there should be an inquiry 
into the provision of grants 
for the Newcastle plant 

"This is absolutely horrific 
for the Borders. It is ripping 
the heart out of the local 
economy.” said Mr Moore. 
"People feel that their jobs 
are simply being transferred 
in such a way that the 
export of jobs is being subsi- 
dised by the taxpayer.” 

Mr Moore said the closure 
announcement underlined 


the unfairness of regional 
selective assistance, which is 
available In areas of central 
Scotland and the north-east 
of England but not in the 
Borders. 

"At the very least, people 
north and south of the [Scot- 
tish] border are entitled to 
know wbat has gone on 
here,’’ he said. 

Gus Macdonald, the Scot- 
tish Industry minister, said 
the Scottish Office had 
offered assistance to Viasys- 
tems. to try to persuade the 
company to maintain part of 
its production in the Bor- 
ders. "They have made it 
clear they aren't interested 
in getting assistance.” he 


added. The Scottish Office 
set aside £lm this year to 
deal with the spate of redun- 
dancies in the Borders. 

• More than a hundred of 

the 1,100 employees facing 

the loss of their jobs at Sie- 
mens' semiconductor plant 
in north-east England, are 
being offered relocation 
overseas by the German 
electronics group, Chris 
Tighe writes. Siemens, 
which announced closure of 
its plant in August, has now 
made individual offers to 
some technical and adminis- 
trative staff of transfer to 
other company sites in the 
USA, Taiwan, Germany, 
Austria and Portugal. 


LABOUR CONFERENCE 

Blair 
outlines 
reform 
package 
to party 

By Robert Peston, 

Poetical Editor 


Tony Blair, the prime 
minister, yesterday set the 
government on course for a 
contentious package of 
reforms to the welfare state 
and education system, while 
resisting pressure to soften 
his anti-inflation camp ai g n 

In an uncompromising 
speech to the governing 
Labour party’s annual con- 
ference. marking his seven- 
teenth month in power, he 
insisted it was "better to be 
unpopular than wrong”. 

Vowing there would be no 
U-turns on the principles 
underlying the modernisa- 
tion of his party, he said the 
electorate wanted a govern- 
ment "not in the pocket of 
the trade unions, not taxing 
them through the roof, 
not chasing after every pass- 



Ovation: Tony Blair and wffe Chert® greet supporters after Ws speech to the Labour party conference in Blackpool 
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ing Tad of the political 
Snugs”. 

It was intended to sound 
the death knell of Labour’s 
left and its old right. In par- 
ticular, Mr Blair said he 
would resist all calls to 
"scrap the Bank of 
England's [the UK central 
bank] independence and 
intervene to devalue the 
pound”. He added: "We've 
sacrificed long-term strength 
far too often playing that 
game." 

if that was addressed par- 
ticularly to critics in the 
trade union movement, he 
also lectured business. 


"Your fundamental problem 
is not high interest rates ora 
high pound,” be said. "It is 
too few first-class managers, 
too little investment, too 
little productivity.” 

There were a handful of 
policy announcements, 
including a proposed 
requirement on all new wel- 
fare claimants. Including 
lone parents and the disa- 
bled, to have an interview 
before qualifying for benefit 
payments. 

Intended to help them look 
for work, it will be attacked 
by some lobby groups as 
likely to deter disadvantaged 


individuals from claiming 
their entitlements. 

Mr Blair unveiled a new 
programme to improve can- 
cer services, tapping £4Q0m 
(J672m) of National Lottery 
proceeds. 

He confirmed that the the 
government’s programme for 
the n«rt parliament would 
include a welfare reform bill, 
the beginning of the difficult 
process of tightening condi- 
tions for claiming disability 
benefits and possibly the 
first stage of a comprehen- 
sive pensions overhaul 

There was also strong 
backing for David Bhmkett, 


the chief education minister, 
and his plan to gear teach- 
ers' pay more closely to per- 
formance and make it easier 
to sack bad teachers. 

He gave a preview of a forth- 
coming government paper 
on the family, which would 
concentrate on practical sup- 
port. 

Meanwhile the prime min- 
ister attempted to defied 
complaints that bis plans to 
remove hereditary peers 
from the House of Lords 
would give him unprece- 
dented patronage powers. 


See Editorial Comment 


Ministry ‘failed to act on BSE loopholes’ 


By Cautam MaJkani 

Abattoirs would have paid 
more heed to regulations 
aimed at protecting the pub- 
lic from BSE if they had 
been policed properly by the 
agriculture ministry, the 
inquiry into the the crisis 
was told yesterday. 

The inquiry heard last 
week that it was not until 
1995 that officials realised 
safeguards against BSE 
introduced in November 1989 
were not being properly 
observed. 


Peter Carrigan, a consul- 
tant technologist to the meat 
industry who has worked in 
the abattoir industry, said in 
written evidence that “the 
regulations might not have 
existed at all" given the 
effectiveness of the inspec- 
tions. 

In a letter to Keith Meld- 
rum, the chief veterinary 
officer, dated June 12 1995, 
Mr Carrigan said: "Put sim- 
ply, people have cheated, 
and w£Q continue to do so 
because the legislation, 
updated though It may be, 


has gaps in It large enough 
to accommodate a horse and 
cart.” 

He added that “there have 
been businesses like mine 
and others who have suf- 
fered terribly because we 
have stuck to the rules”. 

In his reply, Mr Meldrum 
rejected as . "not practical In 
law” the recommendation to 
make meat inspectors 
responsible for staining spec- 
ified bovine material, such 
as spinal cord and brain, 
that carry the infective 
agent. The regulations 


demanded that thelle he 
removed from cattle carcases 
to stop them entering the 
human food chain. 

The rules, together with a 
ban on meat and bonemeal, 
was the government’s main 
line of defence against the 
risk to human health. It Is 
now thought that there is a 
link between BSE and new 
variant Creutzfeldt-Jakob 
Disease, the fatal human 
brain condition. 

Mr Carrigan later said: “I 
would think that when 
someone of my experience 


sent a letter like that to the 
CVO in the middle of a 
national crisis they would 
have adapted but they didn't 
until much later.” 

The ministry had been 
alerted to these concerns as 
early as December 12 1990 in 
a separate letter from Mr 
Carrigan to Alan Lawrence 
at the ministry, which said: 
*Tm sorry to have to report 
that the rules on staining 
are being grossly flouted and 
there are areas which 
require your very urgent 
attention.” 


Privatised 
trains 
may need 
engines 
replacing 

By Charles Batchelor, 

Transport C or respondent 


Britain's privatised train 
companies face penalties 
amounting to millions of 
pounds for cancellations 
caused by the unreliability 
of relatively new trains. 

Three companies are 
already struggling to meet 
performance targets because 
of trains that are only six 
years old. 

The problem with many 
trains inherited from British 
Rail, the former state net- 
work. was tbat they were 
designed to meet tight cost 
constraints rather than to 
maximise reliability when 
BR was working under 
tough budget limits imposed 
by the government, industry 
observers said. 

Thames Trains, which 
runs services between Lon 
don and south-west England, 
may have to renew all the 
motors on its fleet because 
they are so unreliable. 

Chiltem Railways, which 
runs trains between London 
and Birmingham in the 
English midlands, said it 
was replacing the defective 
diesel motors on its trains at 
a cost of £28.000 ($47,040) 
each. The company was last 
month forced to provide 
£ 2 . 5m worth of passenger 
improvements by the fran 
chising director to compen- 
sate for a sharp increase in 
cancellations. 

Connex Rail, part of 
CGEA. the transport subsid 
iary of Vivendi, a French 
utilities group, said there 
were "deep-seated” design 
problems with its six-year 
old Networker trains, includ- 
ing faulty doors and traction 
motor mountings. 

Thames is looking at the 
possibility of modifying the 
engines. It has 64 trains with 
two motors In each wagon 
and may have to renew 320. 

"The engines are becom- 
ing increasingly unreliable 
and we face si gnifican t prob- 
lems to replace them,” said 
Martin Ballinger, m anag in g 
director of Go-Ahead, the 
bus and rail group which 
owns the Thames franchise. 
Breakdowns are causing 
Thames to miss its perfor- 
mance targets, prompting 
penalty payments. 

The company said it expe- 
rienced breakdowns on aver- 
age every 17,700km, com- 
pared with a frequency of 
56,ooo£5,oookm on the best 
performing versions of this 
type of train. 

Thames and Chiltem 
trains use diesel engines 
made by Perkins, owned by 
Caterpillar, the world’s big- 
gest maker of construction 
equipment 


Corporate chiefs' crystal ball gazing sees apocalypse now 


A raft of profit warnings suggests that the 
downturn has spread from manufacturing to 
other sectors. Christopher Adams reports 


A n avalanche of profit 
warnings and dismal 
trading updates from 
British companies lias deep- 
ened the gloom surrounding 
the UK economy. Crystal 
ball gazing by corporate 
executives has become 
increasingly apocalyptic in 
recent weeks. 

Companies as varied as 
Diageo, the food and drinks 
conglomerate. Shell, the oil 
giant, E ML the music group 
and John Lewis and King- 
fisher. the retailers - as well 
as logistics and packaging 
groups - have echoed down- 
beat comments from BTR, 
Charter, Sea pa and Royal 
Doulton. all manufacturers. 


Sundhir Junankax, associ- 
ate director of economic 
analysis at the Confedera- 
tion of British Industry, the 
employers' lobby, says profit 
warnings across a broad 
swathe of UK business show 
the downturn in manufac- 
turing has begun to spread 
to other parts of the econ- 
omy. 'They are a clear sig- 
nal the economy is begin- 
ning to slow,” he says. 

The CBI is forecasting 
company profits to grow by. 
0.1 per cent in 1999, . 
compared with 0.7 per cent 
this year and 3 per cent in 
1997. 

“Revisions to' consensus 
earnings estimates have 


come through in cyclical 
areas: chemicals, steel, pulp 
and capital goods,” says Ian 
Scott, equity strategist at 
Lehman Brothers. “The fear 
is that the slowdown in Asia 
will transmit to western 
economies.” 

Many companies, espe- 
cially those in the service 
sector, are sheltered from 
the immediate effects of the 
strong pound and economic 
crisis in Asia because they 
do not export substantial 
quantities. 

But the malaise could 
spread as fears over job 
losses grow and consumer 
spending falls. 

The latest retail sales data 
show that underlying 
growth in spending slowed 
last month to its lowest rate 
in two years. But fears over 
the scale of a wider down- 


turn could.be exaggerated, 
say analysts. 

The causes of pessimism 
in the engineering sector, for 
example, are different to 
those in the retail sector. 

For retailers, says John 
Richards, analyst at BT Alex 
Brown, the key issue is the 
extent to which their indus- 
try has matured. “There is 
much excess capacity and 
it's difficult to get rid of 
that,” he adds. 

Retailers have attributed 
the recent slowdown in 
spending to a variety of one- 
off factors. John Lewis, 
regarded as an indicator of 
future trends in the sector, 
two weeks ago reported Its 
first underlying profits 
decline in five years. 

But the 5 per cent slide in 
first-half profitability this 
year was attributed to the 


effects of unseasonal 
weather and the absence of 
windfall payments from 
building societies - savings 
and loans institutions whose 
members voted to abandon 
their mutually-owned status 
and opt for a public offering. 

Audio, television and elec- 
trical equipment bore the 
brunt - expensive pur- 
chases. but also areas where 
Asian imports have become 
much more cheaply priced. 

T hose searching for an 
indicator of how exag- 
gerated concerns over 
the economy have become 
could look at the share 
prices of housebuilders, 
which have fallen sharply on 
signs of slowing house price 
inflation. 

Analysts say the falls 
show investors are factoring 


in a decline of up to 40 per 
cent in earnings next year, 
nearly double the decline 
factored into consensus esti- 
mates. “House prices jure ris- 
ing more slowly, but the 
trend is still upward,” says 
Mark Hake of Merrill Lynch. 

However, the biggest 
threat to company profits is 
unlikely to be Asia or the 
strong pound. 

Wages account for two- 
thirds of company costs and 
private sector pay increased 
from per cent in June to 5 
per cent in July. 

“Pay increases have been 
more of a problem in the lat- 
est cycle on profits than 
prices have,” says Richard 
Iley, economist at ABN 
Amro. The number of jobless 
is at an 18-year low and 
many firms are struggling to 
contain wage costs. 


NEWS DIGEST 

COMPETITION 


Water groups accused of 
excessive price increases 

The UK's privatised water companies were yesterday 
criticised for resisting competition and allowing water price 
rises to industry to outpace inflation increases. The UK last 
year had the sixth most expensive water costs in a survey 
of 15 industrialised nations carried out by National Utility 
Services, which provides utility cost control services to 
750,000 businesses around the wo rid. Water cost 70.55p 
($1.17) a cubic metre, based on a business consumer 
occupying a 4,050 sq m city centre office block. Germany 
was the most expensive at 113.94p followed by Denmark 
at 97.81 p: Belgium at 92.1 p; Netherlands at 74.96p and 
France at 73.54p. Average water costs at five US cities 
were 30.64 p a cubic metre. Cheapest water costs were in 
Canada at 24.02p. 

NUS reported that UK prices had risen by more than 20 
per cent in five years and by 6.26 per cent in the 12 
months to the end of July. It said that UK water compa- 
nies continued to operate largely as regional monopolies 
“opposing any intrusion into their domain". Water UK, 
which represents water companies, said its members did 
not oppose competition but were concerned that compa- 
nies could “cherry pick’ customers in areas of high 
demand, leaving consumers in rural and more remote 

areas to pay higher bills. Andrew Taylor, London 

OFFSHORE COMPANIES 

Islands fight publication move 

Jersey, Guernsey and the Isle of Man are to fight a possi- 
ble UK government proposal to force all companies on the 
islands to publish their accounts. The proposal was con- 
tained in a leaked draft o< a Home Office report into finan- 
cial regulation on the islands, which are Crown dependen- 
cies but not subject to UK law. Jersey and Guernsey are in 
the English Channel between England and France; the Isle 
of Man is in the Irish Sea. 

The islands' governments are reluctant to comment. But 
the leaked proposals were attacked by Laurie Morgan, 
president of the advisory and finance committee of the 
States of Guernsey, the Channel island's parliament. He is 
expected to voice his concerns in a statement today. The 
report on the islands, by Andrew Edwards, a Treasury offi- 
cial, was commissioned because of government concern 
that loopholes in regulation might be allowing financial 
crime. The islands believe their financial services industries 
are well regulated. 

The move is likely to be strongly resisted because many 
other jurisdictions - including US states such as Delaware 
and Nevada - also exempt some companies from filing 
public accounts. Robert Wright, London 


SULTANATE OF BRUNEI 

KPMG appeals against ruling 

KPMG, the Big Five accountancy firm, yesterday began its 
attempt in the Court of Appeal to overturn an injunction 
granted in favour of Prince Jefri of Brunei, the disaffected 
younger brother of the Sultan. Prince Jefri said KPMG 
should stop working for the Brunei Investment Agency in 
its quest for funds missing from the troubled sultanate. He 
said there was a risk KPMG would accidentally leak infor- 
mation about his personal affairs as they had acted for 
him in the past David Donaldson, QC, KPMG’s lawyer, 
argued that so-calied Chinese- walls would protect the 
prince^ He added there was “dismay” in Brunei when 
investigations came to a “grinding halt" under the 
injunction as the amounts involved totalled “several 
billion dollars”. 

Judgment is expected this week. Jim Kefly, London 


CINEMA 


Virgin plans US-style megaplex 

Richard Branson’s Virgin Group Is spending £8.5m ($14m) 
to build a 20-screen cinema complex in Sheffield, northern 
England, which it efaems will be a UK version of a US-style 
megaplex including the biggest screen in the country. It is 
common for several very big cinema complexes to operate 
in the same cities in North America, but not in the UK, 
where the market is less mature. But the opening in early 
November of the Sheffield “megaplex” - which Virgin 
defines as a combination of 15 or more screens and big 
retail facilities - wilt mark a watershed in the UK cinema 
business because it will compete directly against a Warner 
Village 11 -screen complex a few miles away at Meadow- 
hall. Warner Vdlge is a joint venture between Time Warner 
and Village Roadshow, the US and Australian media 
groups. Warner Village also plans a £12m 14-screen city 
centre multiplex in Sheffield in spring 2000. The move 
should Indicate whether several big complexes can trade 
successfully in the same area. Afice Rawsthom, London 


AIRPORT DEVELOPMENTS 


6,000 jobs to be created 

More than 6,000 jobs are expected to be created in the 
next five years 'm two separate airport developments in the 
north of England. Peel Holdings, a property group, has 
won government approval for plans to Invest E3Qm (S50m) 
in a new terminal at Liverpool Airport, in which the com- 
pany owns a majority stake. Peel has also won preferred 
purchaser status from the Ministry of Defence for the for- 
mer Royal Air Force station near Doncaster, which the 
company wants to develop as a commercial airport serv- 
ing international flights and freight services. The Liverpool 
development is expected to win EBm in European regional 
development funding. The airport would be capable of 
handling 3m. Sheila Jones, Manchester 
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The world’s most authoritative business surveys are in the Financial Times. 

Starting on Friday October 2 with the 32 page World Economy survey, there will be a new look to FT surveys. More than 200 surveys 
are published every year covering main financial markets, global industries, business management and developing and emerging countries. 

An unrivalled network of Financial Times journalists around the world ensures every survey is comprehensive and incisive. 

F INANCIAL TIMES 

No FT, no comment. 
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MANAGEMENT AND PROPERTY 



NORMA COHEN 

THE PROPERTY MARKET 


Welcome to corporate-land 


Business parks not only appear to hold more attractions for 
employers than standard offices, they also outperform them 


it comes to choosing a 
Bite for. a large corporate 
headquarters, suburbia, it 
seems, holds more attrac- 
tions for the employer than 
downtown. 

The suburban business 
park, an oxymoron to some, 
has become an established 
feature of the UK property 
market, just as tt did several 
decades earlier in the US. 
Research from both sides of 
the Atlantic suggest that 
these business parks, over 
tune, outperform their coun- 
terparts in Central Business 
Districts (CBDs). 

New research, to be 
released next week by Strutt 
& Parker, the property con- 
sultancy specialising in busi- 
ness parks, and the Invest- 
ment Property Databank, 
the leading UK property per- 
formance index, shows that 
business parks have out- 
performed standard offices 
in the UK by an average of 
nearly 50 per cent a 


year between 1986 and 1997. 

Between these years, busi- 
ness parks, as defined by 
Strutt & Parker, produced 
average annualised returns 
of 1&2 per cent against &6 
per cent for standard offices. 

When individual business 
park returns are compared 
with offices in their Immedi- 


TTiey lure the 
highly skilled 
suburban female 
workforce’ 


ate area, the results are 
equally startling. Arlington 
Securities' Aztec West devel- 
opment. near the UK city of 
Bristol, for instance, offered 
average annualised total 
returns over the three years 
to December 1997 of 7.4 per 
cent, roughly twice that of 


local offices. At Stockley 
Park, near Heathrow, west 
of London, the returns for, 
the comparable period were 
13.6 per cent against 10.5 per 
cent for standard offices. In 
every year since 1988, busi- 
ness parks outperformed 
standard offices, barring a 
year of exceptional office 
out-performance in 1993. 

Perhaps coincidentally, 
that trend is similarly 

reflected in research from 
LaSalle Partners, the Chica- 
go-based real estate consul- 
tancy, which found that sub- 
urban-based office properties 
substantially outperformed 
CBD-based offices in the US 
in every year since 1989. 
Before then, CBD offices 
were outperformed. 

The LaSalle data include 
non-business park properties 
but the overall picture can- 
not be discounted. 

Andrew Martin, partner at 
Strutt & Parker with respon- 
sibility far business parks. 


says the reason for out- 
performance is simple. “The. 
truth of the matter is that 
these are what the occupiers 
really wanted." . 

Increasingly, the employ- - 
ers most eager for business 
park space are those eager to 
recruit large numbers of 
highly skilled - and highly 
paid - workers. 

Jacques Gordon, bead of 
research at LaSalle Partners, 
advances a theory first put 
forward by Bill Wheaton, 
head of Massachusetts 
Institute of Technology’s 
Centre for Beal Estate and 
founder of CB Richard Ellis/ 
Torto Wheaton, a consul- 
tancy. 

The real attraction of busi- 
ness paries is that they lure 
the highly skilled suburban- 
based female workforce. Mr 
Wheaton calculates that 
employers would have to 
spend 15 to 20 per cent more 
in wages to attract the same 
calibre of staff in a CBD 
environment. 

Women workers, in partic- 
ular. he says, are attracted 



Working example: Microsoft's campus si Washington 


by employment a short drive 
from home in pleasant sur- 
roundings located close to 
amenities that enable them 
to pick up groceries. 

For that reason, bath Mr 
Martin and Mr Gordon say. 
the diff eren tials in the qual- 
ity of the project make a 
large impact on a business 
park's ultimate value. 

"The amenity packages 
that tenants are looking for 
are certainly key," says Mr 
Gordon. “They are looking 
for a beautiful environ- 
ment” 

The purpose of a business 
park, he argues, “is to keep 
the employee on campus and 
productive. They want to 


keep employees working 
eight nine, 10 hours a day". 

Some of the US's best busi- 
ness parks are Microsoft’s 
Overtake Campus, some 4m 
sq ft consisting of 48 build- 
ings outside Redmond. 
Washington, as well as 
Nlke’s campus at Beaverton, 
Oregon, ' 

“What they all have in 
common is the- goal to con- 
trol the work environment." 
Mr- Gordon says. The provi- 
sion Of tfhildram and other 
services “is enlightened 
self-interest”. 

“When, you drive into the 
business park." Mr Gordon 
concludes, “you are in 
corporate-land.” 



There are more important things in life. Like living. 


Money itself means nothing. 

The peace of mind it brings is priceless. 


To some people success means money. But what is success 
if it doesn’t enhance the quality of life? 

So at Robeco Bank, we listen to what you have to say and 
find out what you want. 

You outline your views on risk and reward, then we 
customise a portfolio to fit your personal needs. 

There’s no secret to our investment management or to 
our success. We fully explain how we use tried-and-trusted 
investment methods to meet your individual objectives. 
We call this process Structured Portfolio Advice. 

All you have to do to take advantage, is contact us. 


Our aim is always for steady growth through investment 
in the world markets. 

Seldom has private banking been so easy or so affordable. 
You can open a Personal Investment Account from as little 
as US$25,000. Talking of which, if you had invested that 
amount in Robeco N.V. at the end of June 1988, 10 years later 
it would be worth US$84,625. It’s this kind of performance, 
year after year, that has made the Robeco Group one of the 
most respected investment houses in Europe with assets of 
over US$80 billion. It has also given our clients something 
more priceless than money. Peace of mind. 


By phone, fax, c-mail and post, or if you Over the past 10 years, Why not call us today in Geneva on 

prefer, in person, we set out to meet your Robeco N.V. has averaged (^V 22 939 01 39 f Then you can get on with 
needs, cost effectively, wherever you arc. a return in US$ of 13,0% the more important business of living. 


To the Manager, Robeco Bank (Suisse) S.A., I fa chcmin des Coquelicots, Case Postale, CH-1215 Geneva 15, Switzerland. 
Fax: (41) 22 341 13 92. c-mail: info@robecobank.ch c ft f ( rvar qiK*r .hr 

□ I would like to open a Personal Investment Account. Please send me an account -opening package. 

□ Please send me more information about Structured Portfolio Advice from Robeco Bank 

In English □ German O Dutch □ French □ ^ 
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in the dark 


Mathematician John 
Nash's equilibrium ■ 
theory can help us 
think about 
problems - but 
not necessarily 
solve them 

Two star-crossed lovers - let 
us call them Linda and John 
- have a date this evening. 
But. once again. John has let 
the battery on his mobile 
phone go flat They cannot 
talk to each other. What 
should they do? 

John Nash, whose 
biography has just been 
published (A Beautiful Mind. 
Sylvia Nasar, Faber & 

Faber), is an American 
mathematician who devised 
a framework for thinking 
about such, problems - the 
theory of non-cooperative 
games. Two or more agents 
make independent decisions 
and the outcome depends, 
for better or worse, on the 
interaction between than. 
That is. the situation faced 
by T.IrtHa and John. 

Everyone engaged in 
bukuiess, politics, or 
everyday fife plays 
non-cooperative games 
again and a gain 

John sits there thinking 
“what will Linda do?" Wbat 
she will do will depend, in 
turn, on wbat she t hinks 
John will do. But what John 
wifi do depends, in turn, on 
what John thinks Linda 
thinks that John will do. 

And so on, for ever. 

But suppose Linda and 
John share a favourite 
restaurant - the Elizabeth in 
Oxford, perhaps. Then Linda 
might think: suppose John 
were to be at the Elizabeth, 
wbat would be the best 
course of action for me? To 
go to the Elizabeth, of 
course. And the same Is true 
for Linda. So even without a 
chat on the mobile phone, it 
would seem to make good 
sense for each to turn up at 
the Elizabeth. 

That happy event is a 
Nash equilibrium. It cuts 
through endless sounds of 
speculation about the 
motives of others. Is there an 
outcome in which everyone 
is doing what is best for 
them, given the choices 
which have been made by 
everyone else? That is the 
definition of a Nash 
equOibrium. If the concept 
seems rather obvious. It 
demonstrates that Nash's 
idea has one of the 
hallmarks of real scientific 
originality. It is obvious, 
once it has been pointed out 
to you. it wasn’t before. 

Still, there are problems to 
which the Nash solution is 
less trite than the 
recommendation to go to the 
Elizabeth at eight. Take the 
familiar business problem of 
how much capacity to build. 
Hie price you realise for 
your output depends on the 
total amount of capacity 
which everyone installs. 

This has a precise Nash 
equilibrium solution. 

The total amount of 
capacity which will be built 
increases with the number 
of companies which enter - 
but at a diminishing rate - 
and the amount of excess 
capacity will rise with the 
ratio of fixed to variable 
costs. We can write out the 
mathematics of rt. And 
understand better why 
industries with higher fixed 
costs are prone to cyclical 
instability, why they 
experience periods of acute 
price competition, and tend 
to be subject to cartels and 
to regular phases of 


rationalisation and 
consolidation. 

But a Nash equilibrium is 
a funny kind of solution. It 
need not be the outcome. 
t Jnda might get fed up and 
go home. John might have 
misunderstood what Linda 
said about the Elizabeth. 

And Linda and John could 
have found each other in 
many different Nash 
equilibria. If they want to be 
together sufficiently then 
meeting in a greasy spoon 
caff is another solution. 

If there are many Nash 
equilibria, and there are 
often are, then better ones 
should be preferred to worse. 
Still. it can happen the other 
way round. The QWERTY 
layout for keyboards is 
grossly inefficient. It was 
invented to slow users down 
in the days when typewriter 
keys were liable to jam. 

Other systems, like the 
Dvorak layout, are simpler 
and quicker to use. But if 
most machines are made in 
QWERTY, the sensible thing 
to do is to learn and use 
QWERTY. And that is true 
for everyone else. Which is 
why we are stuck, for ever, 
with an inefficient Nash 
equilibrium. It is a 
demonstration of tbe power 
of the concept. Having 
reached a Nash equilibrium, 
we cannot leave it 

More confusing still are 
the cases where several 
Nash equilibria are equally 
good. Suppose John likes the 
Elizabeth but Linda prefers 
the Petit Blanc. If each 
follows their own preference, 
each will dine alone. But if 
Linda goes to the Elizabeth, 
she takes tbe risk that John, 
with equivalent altruism, 
will beat Le Petit Blanc - 
leaving them with tbe worse 
of all outcomes, in which 
they dine separately at their 
least preferred restaurants. 
The game Is called tbe Battle 
of the Sexes by 
mathematicians, because it 
displays familiar features of 
personal relationships - lack 
of communication, 
confusion, and scope for the 
best of motives to be 
misunderstood. 

But the Battle of tbe Sexes 
is actually the universal 
problem of co-ordination in 
business. It does not matter 
much what the outcome is. 
only that we should all 
pursue the same actions. 

The general answer to this 
issue is hierarchy. If John's 
wishes are paramount, the 
outcome is likely to be better 
- not just for John, but for 
Linda. It does not really 
matter which side of the 
road we drive on, but it 
matters a great deal that 
everyone should drive on the 
same side of the road, and 
that is why it Is necessary 
that someone should tell us 
what to do and that we 
should obey them. 

Not an idea that goes 
down wen in Oxford, or at 
Princeton, where Nash spent 
his career. That career - 
characterised by phases of 
outstanding originality 
broken by long bouts of 
paranoid schizophrenia - is 
a telling reminder that the 
originality and sensitivity 
associated with great insight 
may actually be disabling, 
not helpful, in everyday Life, 
But just as we need not 
admire Mozart's character to 
enjoy his music, we need not 
envy Nash’s life to benefit 
from his ideas. 

The author is the Peter 
Moores Director of the Said 
Business School at Oxford 
University and a director of 
London Economics. This 
column appears fortnightly. 
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THE ARTS 


A star 


Christopher Parkes tal 

Even after 13 years in Los 
Angeles, Peter Hammings seems 
untouched by the core ethos of 
southern California. In a society 
obsessed with youth and well-be- 
ing, where death is considered an 
option and retirement Is for 
municipal bus drivers, the 64- 
year-old general director of the 
Los Angeles Opera is preparing 
to leave and put his feet tip in his 
native Britain. 

To some extent, Hemmings is 
playing out the role of the good 
parent. After bringing up the 
baby and seeing it safely through 
its troubled adolescence, it is 
lime to step into the background. 
But the time is also approaching 
when someone of a rather more 
heroic nature than this mild- 
mannered Englishman will be 
needed to drive the company into 
a greatly expanded role, and 
what He mmin gs sees as its 
proper place in the cultural life of 
the nation's second biggest city 
and that of the US as a whole. 

He has had a bit of a rough ride 
these past few months, fielding 
criticisms that the opera's reper- 
toire is too repetitive and conser- 
vative, But. as he points out, the 
whole of opera has a repertoire of 
about 200 pieces of which maybe 
30 are reliable crowd-pl easers. As 
for innovation, he says about 20 
new US operas will premiere this 
season, including Tobias Picker's 
adaptation of Roald Dahl’s Fan- 
tastic Mr Fox in LA. 


role in the City of Angels? 

s to the outgoing director general of LA Opera about his achievements and hopes for the future 



Genera) director Peter Hemmings; LA Opera has ridden through the social 
seismic and economic shocks of the 1990a and stM made Its mark 


He mmin gs is far more con- 
cerned about- the nest stage in 
the opera’s evolution, due to start 
in 2002, when the dtp’s Philhar- 
monic Orchestra .will depart the 
Dorothy Chandler Music Center 
and take up residence across the 
road In the Prank Gehry-designed 
Walt Disney Concert HaR. That 
will leave the opera as the music 
centre's principal tenant, and 
present it with the challenge of 
almost doubling today’s number 
of performances from 55 a year to 
up to 100. 

Hemmings' achievements in 


guiding the company to promi- 
nence from a standing start tally 
neatly with those of his past In 
1962 he became the inaugural 
administrator at Scottish Opera, 
and oversaw the rise of the com- 
pany and Glasgow in the cultural 
rankings. He later worked to sim- 
ilar effect as general manager of 
the Australian Opera, and before 
moving to LA in his current role 
in 1984 be was managing director 
of the London Symphony Orches- 
tra. 

In 1986, LA Opera became a 
producer in its own right, mak- 
ing its debut with Plicido 
Domingo in Verdi's Otello. 
Domingo, a founding board mem- 


ber and the company’s artistic 
consultant at the outset, retains 
strong links . Despite his current 
commitment as artistic director 
of the Washington Opera, he is 
still principal guest conductor 
and artistic adviser in the City of 
Angels. 

By the tenor’s own reckoning, 
Domingo’s voice has about five 
more pears singing in it. After 
that, he has ambitions to take 
full charge of an opera company. 
Tie has a lot on his plate,” says 
Hemmings. But the notion that 
the star could be the perfect fig- 


urehead to lead LA Opera is 
clearly more than a passing 
fancy, although there are plenty 
of grander competitors for 
Domingo’s attention. After all, 
LA’s budget of about S20m is 
measly in comparison with the 
New York Metropolitan's SI 70m. 
and even San Francisco beasts a 
budget of $50xn. 

Even so, Hemmings points out 
LA Opera has ridden through the 
social, seismic and economic 
shocks of the 1990s and still made 
its mark in a country which has 
110 such companies. The 3.000- 
plus seat auditorium is routinely 
filled to more than 90 per cent 
capacity, and ticket revenues pro- 


vide a steady 60 per cent of 
income needs, leaving well-wish- 
ers to donate about $10m last 
year. 

But. now the opera faces the 
most substantial test since its 
inception, and Hemmings has no 
answer to the over-riding ques- 
tion - “whether there is the 
money and will in the city to 
advance LA to the topmost 
ranks”. This, he adds, is “possi- 
bly tied in with Placido’s future 
involvement.” 

Although Los Angeles likes to 
think of itself as the cultural cap- 


ital of the US. its claim is based 
on film and popular music. And, 
as evidenced by the lOyear strug- 
gle to raise funds to build the 
Walt Disney memorial concert 
hall, there Is little fellow-feeling 
between the industrial and estab- 
lishment branches of the arts. 
The Disney group contributed a 
conditional gill of $25m last year 
to the ball named for its founder 
only after years of arm-twisting. 

Although prominent film direc- 
tors have contributed their skills 
- Herb Ross directed the LA 
Opera's new production of La 
boheme for the 1993/94 season - 
such occasions have been rare. 
Hemmings says the opera needs 


such commitment for three yeans 
in advance, while typical screen 
directors' schedules are chopped 
into segments of two or three 
months. And the film industry's 
pay and cost structure is so far 
out of line with that of the tradi- 
tional theatre that LA Opera’s 
annual budget for putting on 
eight pieces is less than comic 
actor Jim Carrey can earn for 
making one film. 

Hemmings addressed his frus- 
tration in a recent interview, 
when he described the film indus- 
try as a sponge. “It draws in the 
talent developed in live theater, 
music and opera but believes 
that the world only exists for 
itself." He appears to have mel- 
lowed since, however, citing the 
interaction which evolved when 
Gerald Scarfe designed the 
opera's 19S3 The Magic Flute, 
which led directly to his work on 
the animated Disney feature, Her- 
cules. Scarfe is now back in the 
LA music centre, designing Fan- 
tastic Mr Fox. 

Hemmings also says he detects 
a growing desire for involvement 
among newcomers: those drawn 
to southern California by its 
increasing economic clout, and 
locals rising on the tide of 
growth. Leonard Green, who 
hails from Chicago, has emerged 
in the past decade as a national- 
ly-recognised leveraged buy-out 
specialist and has recently taken 
over the opera’s presidency. 


Outreach programmes to the 
Latino community, which com- 
prises about 40 per cent of the 
local population, and which last 
year was charmed by the west 
coast premiere of Mexican com- 
poser Daniel Ca tan’s Florencia cn 
Has Amazonas, seem to be temper- 
ing the ethnic mix of the audi- 
ence and subscription lists. 

It is tempting to speculate on 
how much farther this process 


could go if Pldcido Domingo, 
born in Spain and reared in 
Mexico, were to move to Calif- 
ornia to fulfil bis ambition to run 
a company. Yet more tempting is 
the prospect that Domingo who. 
according to Hemmings, draws 
"legions” of film stars when he 
sings, could work a similar spell 
on the actors’ employers in Holly- 
wood and bring them finally into 
LA's inner cultural circle. 


The notion that PIdcido Domingo could be the perfect figurehead 
to lead the opera company is clearly more than a passing fancy 



Floored by 20 kflos of spaghetti: Franco Donatoni (centre) as himself in hospital in 'Alfred, Affrecf 

STRASBOURG MUSICA 98 


Wry diary of a convalescent 

David Murray enjoys an autobiographical .‘opera’ amid a feast of contemporary French music 


An enjoy ably 
smutty fumble 


Mttsica 98, the 16th “Edition" of 
Strasbourg's annual festival of 
contemporary music, is in full 
swing until October 3. Again 
Jean-Dominique Marco has 
devised a rich and adventurous 
programme, including 22 premi- 
eres. and again the Strabo irrgeols 
are flocking to it in enthusiastic 
numbers. 

In principle, Musica is much 
like Britain's Huddersfield Festi- 
val (which begins its 21st season 
on November 18). In practice it 
enjoys two colossal advantages: 
state funding on a scale that 
Huddersfield can only dream of, 
and its location in a big cosmo- 
politan city with some rather 
grand halls . 

Last year's Musica was some- 
thing of a Finnish orgy, centred 
upon a great spread of Magnus 
Lmdberg'B bracing music. This 
year it spotlights middle-aged 
French composers: Philippe Man- 
oury, Pascal Dusapln, Philippe 
Hurel. But it made a special bow 
to 71-year-old Franco Donatoni, a 
Francophile contemporary of 
Berio and Nano, with the first 
staging of his * , op§ra-comique” 
Alfred, Alfred (co-sponsored by 
Nanterre and by the Nieuw 
Ensemble Amsterdam, who are 
to tour it far and wide). 

It was probably unwise to bill 
Alfred, Alfred as an opera; It is 
slighter than that, more like as 
extended autobiographical squib. 
On a visit to Australia in 1992, 
Donatoni prepared a grand spa- 
ghetti carbonara (20 kilos of spa- 
ghetti. two kilos of pancetta. two 
litres of cream) for his hosts - 
and shortly afterwards went into 
a diabetic coma, and was rushed 
to Melbourne’s Alfred Hospital. 

In seven scenes with six ' ‘inter- 
cedes", Alfred, Alfred offers a 
wry sort of diary about his hun- 
gry convalescence there, with 
Donatoni playing himself as the 
mute, dazed patient The show is 
fattened with a filmed prologue 
accompanied by an earlier Dona- 
toni piece. Refrain, in which he 
recounts his story with quizzical 
charm. 

The intermedes are solos lor 
nurses with Fellini -esq ue names 
(Tosca Fosca la Formosa, Rosa 
Shock, Maristella degli Spiri), 
including jokey quotes from 19th- 
century opera. Otherwise, the 


Nieuw Ensemble delivered Dona- 
to ni's quirky instrumental inven- 
tions with verve, like Andre 
Wilms' staging; but Alfred, Alfred 
doesn’t begin to be an “opera". 

★ 

As for the specially featured 
French composers. Musica 98 
ensured that we heard them in 
substantial chunks. Manoury, 
whose ambitious, uneven Frag- 
ments pour zm portrait - purely 
orchestral - was performed last 
month at Edinburgh, was repre- 
sented here mostly by his more 
typical music for instruments- 
plus-electronics. That is uneven 


too. I think: some very striking 
ideas, some lapses into over- 
E amfii ar routine. And he never 
knows when to stop. 

Douze moments , however - 
adapted for mezzo-soprano and 
large orchestra from his recently 
acclaimed opera, 6 Oi parallels 
was crammed with intriguing 
music, often beautiful. Of his 
electronified pieces. Jupiter (solo 
flute embedded in rich and fanci- 
ful echoes derived from itself) 
sounded ravishing; Neptune, with 
two busy vibraphones, marimba 
and gong, made excellent effects 
at rather indulgent length. 


Pham, with the pianist Pierre- 
Laurent Aimarti, was gripping. 
But Manoury's long, erotic song- 
cycle En echo, sweetly sung by 
Donatienne Michel -Dansac, was 
positively over-egged with elec- 
tronics, sumptuous to the point 
of sickliness. 

By contrast, Pascal Dusapin's 
recent music has gone stark and 
spare, almost neo-medieval. He 
wrings intense feeling from a 
tiny range of intervals, obses- 
sively worked. Tbe cellist Sonia 
Wleder-Atherton played his Gelo 
with orchestra, and the solo 
homer, with passionate sympa- 


thy. Two fine, sober choral* 
works. Umbrae Morris and | 
Oranum Sinapsis (after Meister , 
Eckhart) were impeccably sung ; 
by the Accantus choir. 

As for Philippe Hurel, I fear I’m 
quite deaf to whatever he means ' 
to be doing. If there is any musi- 
cal impetus that takes us from 
one clotted event to the next, it 
escapes me completely. Never 
mind: even for discouraging expe- 
riences like that. Musics is 
always an education and a feast 

David Murray 


THEATRE 

Cteo, Camping 

National Theatre, Lomton SET 

There is a long and honourable 
tradition among British intellec- 
tuals of celebrating smutty 
humour. It goes back at least as 
far as George Orwell's 1942 essay 
on “The Art of Donald McGBT, 
in which he praised the way that 
McGill’s saucy seaside postcards 
gave expression to “tbe Sancho 
Panza view of life”. 

Terry Johnson is the tradition's 
foremost living exponent - he 
tackled the subject in Hysteria, 
with its panoply of Freudian 
jokes, and in Dead Funny, a com- 
edy whose plot is sparked by the 
death of Benny Hill; and In his 
latest play he mines the mother- 
lode of postwar British comedy, 
the Gariy On films. 

For the occasion, the Lyttelton 
auditorium has been transformed 
into a provincial British cinema 
circa 1970, with glowing, nacre- 
ous proscenium and ruched pur- 
ple curtains which lift to reveal a 
cinema screen: the Rank gong is 
beaten, and crazy music plays 
over cartoonish credits, instantly 
recognisable as rip-offs of the 
Carry On style. 

Recognisability turns out to be 
the chief pleasure of Johnson's 
production, in fact. After the 
screen has vanished, revealing 
the interior of a film-lot caravan, 
the first laugh goes to Geoffrey 
Hutchings simply for being 
recognisable as Sid James; Adam 
Godley, playing Kenneth Wil- 
liams, earns a spontaneous round 
of applause for his first drawled, 
supercilious “Myalrss"; and 
Samantha Spiro's Barbara Wind- 
sor is quite uncannily like the 
real thing - indeed, the real Bar- 
bara Windsor, who on the first 
night was sitting fa the stalls, 
looked in comparison like a shad- 


owy projection of the one on 
stage. 

Of course, it is the stars' screen 
personae we recognise, not the 
real people. One of Johnson's 
central themes is the extent to 
which the actors both resemble 
and are trapped by their celluloid 
selves. Sid Is a grinning lech, the 
lechery seems sordid and desper- 
ate. Kenneth is indeed a snobbish 
prude with a taste for vulgarity, 
but he is also an obsessive self- 
hater. 

Men are just as obsessed by 
Barbara's breasts off-screen as 
on. This is fertile territory, both 
for thought and for gags. The 
production has a glut of sharp 
double entendres. The best comes 
during the filming of Cany On 
Cleo, when Kenneth explains that 
“there’s a Nubian *and-maiden 
strained 'er 'and trying to get 'er 
black off in the sink”. But he can 
barely tear his eyes away from 
the ripe, luscious subtexts bulg- 
ing through the flimsy fabric of 
comedy; and, typically, when it 
comes to the crunch he is all 
fingers and thumbs and the 
straps won’t come undone. 

The final scene is a dispiriting 
fumble: Sid James Is dead and 
with him - this seems to be 
Johnson's reading - the spirit of 
honest vulgarity that moved tbe 
best of the films. As filming 
starts for tbe dispiriting soft-pom 
of Carry on Emmanuelle. the sur- 
vivors gather fa the stained, tatty 
wreck of Sid's caravan while, in 
the play’s coarsest touch, his 
shade stands watching over 
them. 

Underneath the make-up, it 
seems, tbe clowns are all crying. 
If that really is all Johnson has to 
say, he would have been better 
off keeping quiet. But until the 
end, while be leaves tbe message 
to take care of itself, this is a 
marvellously enjoyable, well- 
acted play, and one that speaks 
directly to the naughty schoolboy 
that lurks in all of us. 


INTERNATIONAL 

Arts 

Guide 

AMSTERDAM 

OPERA 

Netherlands Opera, Hot 
Muziekth eater 
Tel: 31-20-551 8911 
GBtterdammerung: by Wagner. 
New staging by Frerre Audi, 
conducted by Hartmut 
Haenchen; Sep 30 


BIRMINGHAM 

CONCERT 

Symphony Han 

Tel: 44-121-212 3333 

City of Birmingham Symphony 

Orchestra: conducted by Sakari 

Oramo in works by Schubert, 

Mozart and Strauss; Sep SO 

OPERA 

Symphony HaH 
Tel: 44-121-212 3333 
Das Rheingoki; by Wagner. 
Semi-staged Royal Opera 
production conducted by 
Bernard Haitink. Cast indudes 
John Tomlinson; Oct 5 


CHICAGO 

CONCERTS 


Orchestra Hall 
Tel: 1-312-294-3000 
wvw.chkmgosymphony.org 
Chicago Symphony Orchestra: 
conducted by Daniel Barenboim 
in works by Wagner, Shchedrin 
and Brahma With violin soloist 
Maxim Vengerov; Oct 1. 2. 3 

OPERA 

Lyric Opera of Chicago 
Tel: 1-312-332 2244 
wwwJyticopera.org 
La Gioconda: by PonchielK. 
Conducted by Bruno Bartoletti in 
a staging by John Copley. The 
title role is sung by Jane Eagien; 
Oct 1,4 

* 

EDINBURGH 

EXHIBITION 

Scottish National Portrait 
Gallery 

Tel: 44-131-624 6200 
The Winter Queen: The Life of 
Qizabeth of Bohemia. Includes 
around 50 paintings, plus a 
selection of engravings and 
medals; to Oct 4 


FRANKFURT 
CONCERT 
AH® Oper 

Tel: 49-69-134 0400 
Radio Symphony Orchestra 
Frankfurt conducted by Hugh 
Wolff in Beethoven's Missa 
soiemnis: Sep 30 


GLASGOW 

OPERA 
Theatre Royal 
Tet 44-141-332 9000 
The Magic Bute: by Mozart. 


Scottish Opera production by 
Martin Duncan, conducted by 
Richard Fames; Oct 1, 3 


LONDON 

CONCERTS 

Barbican Halt 

Tet 44-171-638 8891 

London Symphony Orchestra: 

Richard Hfcfcox conducts a series 

of works by Bruch; Oct 1, 3 

OPERA 

English National Opera, - 
London Coliseum 
Tel: 44-171-632 83 00 
Otello: by Verdi. New production 
by David Freeman, designed by 
Tom Phillips and conducted by 
Paul Daniel/Mark Shanahan. 

David Rendali sings the title role; 
Sep 30; Oct 3 

Rqyal Albert Hall 
Tel: 44-171-5898212 
9 Siegfried: by Wagner. 
Semi-staged Royal Opera 
production conducted by 
Bernard Haitink. Cast includes 
John Tomlinson, Stig Andersen, 
Graham Clark and Anne Evans; 
Oct 1 

• Gotterdarnmerung: by 
Wagner. Semi-staged Royal 
Opera production conducted by 
Bernard Haitink. Cast includes 
Stig Andersen and Anne Evans; 
Oct 3 


MANCHESTER 

CONCERTS 
Bridgewater Hal! 

Tet 44-161-907 9000 
• HaS6 Orchestra: conducted by 
Owain Arwel Hughes in works by 


Vaughan Williams. Hoist and 
Elgar Oct 1 

• Royal Liverpool Philharmonic 
Orchestra: conducted by Marco 
Zambelli in a Russian programme 
Including works by Borodin, 
Tchaikovsky and Mussorgsky. 
With piano soloist Paul Lewis; 

Oct 2 

• Saint Louis Symphony 
Orchestra: conducted by Hans 
Vonk in works by Barber, 
Schumann and Beethoven. With 
cello soloist Lynn Harrell; Oct 3 


MUNICH 

CONCERTS 
Philharmonie Gasteig 
Tel: 49-69-5461 8181 

• Munich Philharmonic 
Orchestra: conducted by Simone 
Young in works by JandSek, 
Martinu and Dvtf&k: Sep 30 

• Munich Phflhamionic 
Orchestra: conducted by Simone 
Young in works by Jandcek, 
Martinu and Dvorak; Oct t 


NEW YORK 

CONCERTS 

Avery Fisher Hall, Lincoln 
Center 

Teh 1-212-875 5030 
www.lkKolncepter.org 
New York Philharmonic Kurt 
Masur conducts Beethoven - 
The Complete Symphonic Cycle. 
Programme V: Oct 1. 2, 3 

EXHIBITIONS 
Museum of Modem Art 

Tel: 1-212-708 9480 
wwwjnoma.org 

Bonnard (1867-1947): originated 
at London’s Tate Gallery, this 


major retrospective focuses on 
around 100 works produced 
between the 1890s and 1940s. 
Includes landscapes, still fifes, a 
series of nudes, and several 
self-portraits; to Oct 1 

Pferpont Morgan Library 
Tet 1-212-685 0008 
Master Drawings from The State 
Hermitage Museum, St 
Petersburg, and The Pushkin 
State Museum of Fme Arts, 
Moscow. 120 European drawings 
dating from the 15th to the 20th 
centuries, some of which have 
never before been exhibited 
outside Russia. Includes works 
by Rembrandt, DOrer. Matisse 
and Picasso; to Jan 8 

OPERA 

Metropolitan opera, Lincoln 
Center 

Tel: 1-212-362 6000 
wwwjnetopera.org 
9 Aida: by Verdi. Placido 
Domingo conducts a production 
by Sonja Friseff, with a cast 
starring Maria Guleghtna and 
Vladimir Bogachov, Oct 3 

• Lohengrin: by Wagner. 
Designed and directed by Robert 
Wilson, with costumes by Frida 
Parmeggiani. James Levine 
conducts and the cast includes 
Deborah Polaski and Ben 
Heppner, Sep 30; Oct 3 

• Samson et Daffla: by 
Saint-SaSns. New staging by 
Elijah Moshinsky. with sets and 
costumes by Richard Hudson; 
Oct 1,5 


PARIS 

CONCERT 


Theatre des Champs Bys6es 
Tel: 33-1-4952 5050 
Orchestra National de France: 
conducted by Christof Penck hi 
works by Strauss and Mahler; 
Oct 1 

EXHIBITION 
Musee tfOrsay 
Tel: 33-1-4049 4814 
www.Musee-Orsay.lir 
Stgphane MaUarmS (1842-1898): 
retrospective exploring the work 
of the French Symbolist poet, 
and his Influential relationships 
with his literary and artistic 
contemporaries; to Jan 3 

OPERA 

Theatre des Champs Bysges 
Tel: 33-1-4952 5050 
Eugene Onegin: by Tchaikovsky. 
European Union Opera 
conducted by Vladimir Jurowski 
in a staging by Nikolaus 
Lehnhoff: Oct 5 


STOCKHOLM 

EXHIBITION 
Modems Museet 

Tel: 46-8-5195 5200 

wwwjnodemamusGetJse 

International Surrealism: works 
from the collection by artists 
including Dali, Duchamp. 
Magritte, Ernst and Giacometti; 
to Oct 5 


TOKYO 

EXHIBITION 

Metropolitan Art Museum 
Tel: 813-3823 6921 . 

The Carmen Thyssen-Bomemi$2fl 
Collection: touring show of 94 
paintings, ranging from the 18th 


century to the early 20th: to 
Oct 4 


ZURICH 

EXHIBITION 
Kimsthaus Zurich 
Tel: 41-1-251 6785 
Max Beckmann and Paris: more 
than 100 masterpieces of 
modem art from public and 
private collections around the 
world. Works by Beckmann are 
shown alongside paintings by 
Matisse, Picasso, Braque, LSger 
and Rouault; to Jan 3 


TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06.30: MoneyBne with Lou Dobbs 
1350: Business Asia 
1950: World Business Today 
2250: World Business Today 
Update 

9 Business/Market Reports: 
05:07; 06:07; 07:07; 08-50; 0920; 
1020; 1120; 11:32; 12:20; 13:20; 
14-50. 

At 0850 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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MARTIN WOLF 


Korea’s hurdle 

The country Is doing all that is asked of It, but high domestic 
interest rates and debt levels are hampering its recovery 


South Koreans the 
plight in which they now 
find themselves “the IMF 
crisis". Most - though not 
all - observers would not 
blame the Internationa] 
Monetary Fund far the panic 
that hit the country at the 
end of last year. But it does 
bear a heavy responsibility 
par the cure. Its patient is in 
a sad state. 

The virulent stage of 
Korea’s disease is over. The 
currency was stabilised by 
the $57bn support package 
announced on December 3 
last year, the subsequent 
agreement by international 
banks to reschedule their 
loans and the high Korean 
interest rates. It now suffers 
from a depression instead: 
the economy is widely 
expected to decline by 7 to 8 
per cent this yean and 
Informed observers believe it 
may shrink by another 6 to 7 
per cent in 1999. In the year 
to the second quarter of 1998, 
real fixed investment fell 30 
per cent and consumption 13 
per cent. 

Only the improvement in 
the external balance - 
equivalent to an astonishing 
19 per cent of gross domestic 
product in the year to the 
second quarter - has 
stopped a deeper decline. 
This transformation also 
helps alter the nature of the 
illness. In the first half of 
1998 the country generated a 
current account surplus of 
S22bn, against a deficit of 
88bn in 1997 as a whole; 
foreign currency reserves 
are now rising rapidly; and 
the short-term foreign 
currency debts that 
triggered the collapse are 
being transformed into 
longer-term liabilities. 

Korea bad long modelled 
its development strategy on 
Japan's. At present it has 
succeeded too well. As is 
true of Japan, the economy 
is toiling under a mountain 
of domestic liabilities. 


Korea's banking system has 
non-performing loans 
estimated at around 30 per 
cent or GDP. 

Moreover, as in Japan in 
its phase of rapid growth, 
Korea's corporate sector is 
hugely indebted. Cho 
Dong-Sung of Seoul National 
University has estimated the 
debt-equity ratio of the top 
30 conglomerates (or 
chaebol) at an extraordinary 
seven to one at the end of 
1996, with crosaholdingB of 
shares stripped out. Interest 
payments by companies 
quoted on the Korean stock 
market will absorb almost 
all of their operating profits 
this year. 

How is such an economy 
to be returned to health? 

The programme agreed with 
the IMF had three central 
elements: tight monetary 
and fiscal policies, aimed at 
regaining the confidence of 
international Investors; 
refinancing and 
restructuring of banks 
through direct government 
assistance; and wider policy 
reform to reduce the 
dominance of the chaebol 
and make the economy more 
efficient. 


Many argue that 
structural reforms are - 
unnecessary: Korea was, 
they suggest, merely the 
victim of unstable 
international circumstances 
ami its own policy mistakes. 
Among the former they note 
the weak Japanese economy, 
the decline in the yen-tiollar 
exchange rate, the collapse 
In semiconductor prices, the 
folly of international lenders 
and contagion from 
Thailand's devaluation. 
Among the latter were 
undue rigidity of the 
nnpiinaT exchange rate, 
sloppy regulation of the 
financial system and unwise 
liberalisation of capital 
Inflows. 

It is easy to agree that 
these were the proximate 
cause of the crisis. But 
behind them lay declining 
growth in underlying 
productivity and falling 
returns on corporate 
investment The latter 
encouraged the undue 
reliance an apparently cheap 
foreign debt and growing 
corporate insolvency. Wider 
reforms are justified - as is 

th» financial rpwtrnoturln g of 

both hankg and over- 
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indebted companies. Yet 
conditions for the changes 
are highly inauspicious. 

When the IMF's initial 
programme was agreed last 
December, it forecast 
economic growth of 3.0 per 
cent this year, followed by 
5.6 per cent in 1999. Output 
this year is expected to be 
some 10 per cent lower than 
then forecast. Furthermore, 
despite devaluation, 
consumer prices have been 
virtually unchanged since 
February. Consequently, real 
interest rates are over 10 per 
cent for the most 
creditworthy borrowers, 
even though nominal rates 
are falling. As for the less 
creditworthy, they can 
barely obtain credit The 
combination of declining 
output with high real 
interest rates is lethal. 

In the kingdom of the 
over-indebted, those with the 
least bad credit rating are 
kings. In Korea, these 
mooarchs are the five 
largest chaebaL Their rating 
may partly depend on the 
conviction that they are too 
big to fail. Their superior 
access to the bond market 
gives them an overwhelming 
advantage. Their share of 
the total assets of all the 
chaebol Is some 60 per cent. 
This now seems certain to 
rise, contrary to the 
government's desire to see 
less concentration of 
economic power. 

Yet the dominance of 
these big conglomerates is 
not growing because they 
are healthy but because the 
corporate sector is so sick. 
While the five large chaebol 
have put forward ambitious 
plans to lower their 
debt-equity ratios to 2:1 by 
the end of next year, it Is 
bard to see how they can do 
so: the equity market is 
depressed; foreign investors 
are unwilling to assume the 
debts of any subsidiaries 
they sell; and demand Is too 
sluggish far them to earn 
their way to financial health. 

The government has 
offered Won30.000bQ (S36bn) 
to support the banks, with 
Won25.000bn for 
non-performing loans. 
Wonift,000bn for re- 
capitalisation and 
Won9,000bn for deposit 
insurance. Unfortunately, 
some estimates of the sums 
needed for recapitalisation 
alone ore more than 
Won40,000bn. Yet if banks 
are inadequately refinanced, 
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Should Farmers Stop Using 
Antibiotics? 


BY DENNIS T. AVERT 


An expert on global forming and 
food production outlines the case for 
the use of antibiotics in agriculture. 

A recent report by the British 
House of Commons is recommending 
new precautions in farmers' use of 
antibiotics. It says farmers should be 
barred from using antibiotics to 
“promote faster growth" in livestock and 
poultry, and restricted in using them to 
prevent and treat animal diseases. The 
House's concern is that overusing 
antibiotics on farms might build 
resistance to antibiotics in dangerous 
microorganisms — leaving humans 
defenceless. Other reports echo similar 
sentiments. 

What these views overlook are five 
important realities: 

In the four decades since antibiotics 
first became widely available, there has 
never been a documented case where an 
antibiotic used to treat a person failed 
because of resistance from the use of an 
antibiotic in animals. 

There are still many new antibiotics 
left to be discovered. A dozen years ago, 
many assumed we had enough 
antibiotics to treat any conceivable 
L-uniliiion. and some pharmaceutical 
companies focused their researchers in 
other areas. Now we arc faced with 
tough new strains of salmonella, E. 
coli. gonorrhea and tuberculosis. For 

some disease*, there is only one 
effective antibiotic left, and doctors fear 
that bacteria will develop resistance to 
that. Bui. since the discovery of 
penicillin, we have known that bacteria 
can develop resistance. Bacteria mutate 
rapidly and constantly. The future 
surer-* of modern medicine depends on 
continuing research, not on rationing 
medicines. Pharmaceutical companies 
currently have 27 new antibiotics in 
development, out of more than 130 
drugs being tested for the treatment of 
infectious diseases. 

Experience suggests that, inno- 
vation aside, good medical practice and 
patient compliance are the best ways to 
combat antibiotic resistance in humans. 
For instance, many people fail to take a 
full prescribed course of antibiotics and 
stop taking their medicines when they 


start to fed better. Prescriptions are 
written to provide enough medicine to 
kill all the offending microbes. If the 
patient stops two thirds of the way 
through, however, the toughest bacteria 
are left alive — and their offspring are 
likely to launch renewed att ac k s on 
homo sapiens. Again, innovation will be 
key to solving this dilemma, as newer 
antibiotics tend to require a much 
shorter course of treatment and thus 
make patient compliance easier and 
more likely. 

Taking antibiotics away 
from agriculture appears 
likely to raise human 
health risks while 
■ wreaking environmental 
havoc on our planet's 
dwindling open land. 

in Europe, the use of antibiotic 
growth promoters in hog and poultry 
houses is widely criticised. But in 
Sweden, which banned the practice 
years ago, the overall use of antibiotics 
to treat sick animals has significantly 
increased. Stopping the use of growth 
promoters would also ultimately mean 
less meat per hectare of farmland. In 
other words, the use of such products is 
one of the important ways we save room 
on the planet for nature. 

Without antibiotics, we would have 
to give up modern methods of meat 
production — in which large numbers 
of cattle, hogs, chickens and turkeys 
live in well-designed buildings that 
conserve precious land. 

Because the world's population is 
growing, the need and desire for high- 
quality protein will also continue to 
expand. This is especially true for less- 
developed countries. As a result, the 
world will probably expand from the 
current one billion breeding hogs to 
three billion by 2050. Without anti- 
biotics, we would need an additional 
800,000 square mQes of land just to give 


the additional sows adequate living 
space. That's half the land area of the 
Amazon rain forest 

We’re also likely to double the 
world’s cattle herd, and expand from 13 
billion chickens to 50 billion. Without 
advancements in intensive management 
that enable today's efficient meat pro- 
duction. the world would have to give 
up millions of square miles of wildlands 
— or give up meat, milk and eggs. (Few 
of us are doing that) 

Without the preventive use of 
antibiotics, our livestock and poultry 
would be more likely to carry dangerous 
bacteria including E. coli and salmonella 
The extra bacterial contamination would 
be more dangerous to consumers than any 
theoretic (and so lor unproven) prevention 
of microbial resistance to antibiotics. 

The House of Commons and others 
who share their views are acting in the 
spirit of the Precautionary Principle 
when they recommend tight limits on 
farming’s use of antibiotics. The 
Precautionary Principle says we should 
do nothing until we are sure it is fully 
safe, now and for future generations. Yet 
taking antibiotics away from agriculture 
appears likely to raise human health 
risks while wreaking environ mental 
havoc on millions of square miles of our 
planet's dwindling open land. 

Obviously, the Precautionary Prin- 
ciple applied too narrowly can be 
worse than no precaution at all. 
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they cannot make large-scale 
conversions at debt Into 
equity. Even potentially 
viable borrowers are then, • 
likely to fall still further into 
debt, making the mountain 
of non-performing loans 
grow once mare. 

As the economy declines, 
unemployment is also rising 
rapidly from Korea's 
traditional 2 per cent to 8 per 
cent in June, with higher 
joblessness sure to follow. 
With many also losing their 
businesses and no recovery 
in sight, Koreans are likely 
to lose patience. So what is 
to be done? 

First, monetary and fiscal 
policy should be relaxed, 
even if this risks some 
decline In the won, now _ 
almost 50 per cent above its 
post-devaluation trough. 

Real interest rates are too 
high for an economy in the 
grips of debt deflation, 
particularly one without a 
sign of inflation. The IMF 
now permits a fiscal deficit 
of up to 4 per cent of GDP. a 
vast improvement on the 
extraordinarily restrictive 
approach of the first 
programme. But even this 
does not amount to a 
significant fi-wvrt boost to 
this depressed economy. 

Second, the refinancing of 
the banks must be generous 
enough for them to be able 
to relieve the debt hardens 
of their viable customers. 

The aim should be 
debt-equity swaps and 
expansion of credit to any 
borrower with reasonable 
prospects for survival. A 
government that had no net 
public debt before the crisis 
should be able to finapep the 
needed injections of capital, 
even if It does mean a on&off 
increase in the domestic 
debt burden to as much as 50 
per cent of GDP. But Us 
reforms must also be 
powerful enough to ensure 
that such an operation need 
never be repeated. 

This dump poses a harsh 
test for Korea, but also one 
for the IMF and the 
governments that control it 
Korea was among the most 
successful of all developing 
countries. It also has a 
government, under President 
Kim Dae Jung, trying to do 
all that Is being asked of it 
Yet the chances of an early 
recovery look slim. This Is 
bad news for Korea; it is 
little less bad for its outside 
advisers. 

martin.wolftqfFT.com 



LETTER S TO THE EDITOR 


Moral hazard argument same for 
LTCM as for Asian economies 


From Mr Robin Lee. 

Sir, It is not so long ago 
that the financial commu- 
nity castigated attempts by 
certain Asian governments, 
to support their- ■financial 
systems. Conventional wis- 
dom dictated that the moral 
hazard inher ent in any s uch 
exercise would Invariably : 
lead to further and greater 
profligacy in the future. The 
view was that these econo- 
mies had to learn the harsh 
realities of indiscriminate 
lending to cronies for 
unviable and excessively 
risky projects. 

Barely 12 months later, the 
Federal Reserve Bank of 
New York has facilitated 
negotiations to prevent the 
fail of Long-Term Capital 
Management- 'While the Fed 
will highlight the key word, 
“facilitate”, the FT has 
suggested that pressure was 
being applied by the Fed. 
Not surprisingly, the Fed 
has stressed that no public 
funds will be involved in any 
rescue of John Meriwether's 
LTCM. I should hope not. 


because as big as LTCM is in 
many people’s eyes, it must 
surely amount to little in' the-' 
scheme of the entire US 
financial system. 

This teads me to another 
question: why is the Fed 
even trying to help LTCM if 
the fund's size Is so inconse- 
quential relative to the 
financial system, particu- 
larly if it was so wrong for 
governments to rescue entire 
financial systems? Applying 
the arguments used 12 
months ago. I would suggest 
that the facultative role of 
the Fed places unnecessary 
moral 'hazard cm the finan- 
cial system- How will lend- 
ers, sophisticated financial 
Institutions, ever learn to 
risk manage more properly 
their exposures to such 
vehicles if the Fed is so 
quick to step in at the bint 
of a collapse? 

K, on the other hand, .the 
collapse of the hedge fund 
does Indeed pose a systemic 
risk, then US regulators 
have foiled as they allow 
such funds to be laxly super- 


vised by arguing that thvft* 
investors are so sophisti- 
cated they do not require 
-any regulatory assistance. 
As an aside, emerging mar- 
kets-' have argued lhai 
potential impact , of such 
funds on the wider marker, 
and therefore the wider uni- 
verse of investors, van be 
significant and is therefore 
reason enough for these 
funds to be regulated as 
stringently as most forms "f 

collective investment 

schemes. 

I have not found any justi- 
fiable economic rationale for 
the Fed's action. Surely it 
cannot be possible that tlic 
Fed and Wall Street are sim- 
ply trying to help rheir cro- 
nies out of a right spot? But 
then again, who were ilxe 
investors? A few "musters of 
the universe", a couple of 
Nobel laureates, and a for- 
mer Fed personality. Nah. 
surely not in America. 

Robin Lee, 

71 Jalan Jejawi. 

Kuala Lumpur, Malaysia 


Starr’s courage is worthy of respect 


From Mr Rolf Joachim 
Siegen. 

Sir, In your leader “lime 
to decide” (September 23), 
you wrote: “When the Amer- 
ican people elected Bill Clin- 
ton. they knew what they 
were getting." 

Yes, they did. But now Mr. 
Clinton ban become an icon 
for moral flaccidity and 


promiscuity worldwide. 

Special investigator Ken- 
neth Starr has forced Mr. 
Clinton's champions In the 
US publicly to acknowledge 
the. real character of their 
presidenL That hurts. This 
Is why many Americans now 
treat Mr. Starr with such 
hostility. Just as carriers of 
bad tidings were put to 


death by despots, Mr. Starr 
Is the focus of public scorn. 
For this reason. 1 respect the 
courage of Kenneth Starr all 
the more. 

Rolf Joachim Siegen, 

5530 Amaya Drive. 

App. 90, 

La Mesa (San Diegoi, 

CA 91942. US 


“Hawks’ and ‘doves’ of MFC feel the pressure 


From Mr Bryan Cassidy 
MEP. 

Sir, I hesitate to disagree 
with such a distinguished 
economist as Willem Buiter. 
who claimed that the inde- 
pendence of the members of 
the European Central Bank's 
board could he prejudiced by 
their voting not being made 


public (Letters, September 
24). The example of the Bank 
of England's Monetary Pol- 
icy Committee (MPC). of 
which Prof Buiter is a mem- 
ber, leads me to the conclu- 
sion. that the publication of 
the voting there leads to 
pressure from the media and 
so to MPC members being 


identified as "hawks" or 
“doves" on inflation. And 
even more - to some MPC 
members becoming media 
“stars”! 

Bryan Cassidy. 

European parliament. 

Rue Wierte, 

B-I047 Brussels, Belgium 


Number One Southwark Bridge, London SE1 9HL 
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England, whose England 

It may not come naturally, but devolution is going to force the English to come to 
terms with a nebulous sense of identity 


T he. first English- 
Scottish war of the 
new age of devolu- 
tionary politics in 
the United Kingdom has 
already opened. No shots 
have been fired, nor are they 
likely; but real soldiers are 
involved. 

At issue is the question of 
where the headquarters for a 
planned northern military 
district will be located. Both 
Edinburgh and York, respec- 
tive headquarters of the cur- 
rent Scottish and northern 
E nglish districts, are vying 
for the role. 

No derision has yet been 
taken, but Hugh Bayley, MP 
for York, is lobbying so hard 
the question has stimulated 
a debate In the House of 
Commons. This is the kind 
of thing that always ani- 
mates MPa. But there Is a 
new edge to discussion now: 
when his constituents write 
to him, Mr Bayley says, they 
use arguments like - “why 
should the government put 


^4, 


John Uoyd 
on Britain 


the district headquarters In 
Scotland if it's going inde- 
pendent?" Which leads Mr 
Bayley to observe that, after 
all, the First World War 
showed that generals should 
not be 200 miles from their 
troops, in another country. 

It will be in ways like this 
that the English will be 
roused to a sense of their 
own nationalism. 

Over the past decades they 
have witnessed the Scots, 
and to lesser or different 
degrees, the Welsh and 
Northern Irish, aggressively 
pursue their interests. They 
have been made aware, 
because of the airing of the 
debate, that the Scots are 
over-represented in parlia- 
ment, that all three of the 
smaller parts of the UK are 
disproportionately subsi- 
dised and that Scots accents 
dominate government. 

Nationalism is usually 
stimulated by enmity. Irish 
nationalism's flame of 
hatred for the English has 
been kept alive for centuries, 
devotedly stoked; Scotland’s 
colder dislike, never so per- 
sonalised. has now taken a 
more overt form: it has a 
pale imitation in Wales. 


England, as the historian 
Linda Colley notes, In the 
past took much of its 
national feeling from con- 
tempt for the French - a 
rivalry which, together with* 
the Protestant religion, it 
used as the glue with which 
to stick together the compo- 
nent parts of the United 
Kingdom. "Imagining the 
French as their vile oppo- 
sites,” writes Ms Colley In 
her book, Britons, "became a 
way for Britons - particu- 
larly the poorer and less 
privileged - to contrive for 
themselves a converse and 
flattering Identity”. 

The challenging of the 
construct called Britain, is 
above all. an English prob- 
lem. Some - such as John 
O’Sullivan, a former advisor 
to Margaret Thatcher and 
now a New York-based 
writer - believe that 
“Britain" can survive the 
loss of Scotland. “I don't see 
why it should lead us to lose 
what has been created and 
lasted for centuries. With 
Wales and Northern Ireland 
we still have Britain; indeed, 

I don't know what tbe 
English would be if they 
were not British.” 

But Mr O'Sullivan's uncer- 
tainty as to a separate 
English identity is. precisely 
the point The “Celtic" parts 
of the UK have greater or 
lesser degrees of Identity, a 
national myth (or, especially 
in the case of Ulster, compet- 
ing myths). England, 80 per 
cent of the whole, emerges 
onto , the stage of national 
debate shorn of any such 
easy identity. 

It faces bB sorts at prob- 
lems. For example: how is It 
to be governed? As one vast 
unit in an absurdly lopsided 
federation? Or split into 
regions whose dimensions 
no one can agree upon? 

“All previous efforts at 
regional government have 
foundered on the question of 
their boundaries," says Sir 
-John Hannan, leader of the 
Kirklees Metropolitan Coun- 
cil In West Yorkshire. "Now, 
the move to regionalism is 
unstoppable. For how long 
will England be satisfied 
with local government or 
even with regional develop- 
ment agencies when there Is 
a parliament in Scotland and 
assemblies in Wales and 
Northern Ireland? This equi- 
librium is wholly unstable.” 

The government minister 



charged with satisfying 
England seems to agree, 
while convinced that this 
does not much matter at this 
stage. For Richard Cabom. a 
cheerful and energetic for- 
mer engineering craftsman 
from Sheffield, tbe priority is 
economic. In his new office 
In Victoria, be brandishes a 
table showing that per cap- 
ita Gross Domestic Product 
has slipped by three to four 
per cent In relation to the 
European Union average in 
every English region over 
tbe last three years. “Look.” 
he says. “This is what it's 
about! It’s about dynamism’." 

He cites the vision nursed 
by Professor Sir Alec Broers. 
Vice Chancellor of Cam- 
bridge University, who 
dreams of a "silicon trian- 
gle" between Cambridge, 
where the brains are, Ips- 
wich, site of the big British 
Telecom laboratory, and 
Norwich. “He told me - ’Bfll 
Gates comes over to Cam- 
bridge, puts money in - and 
takes out the research for 
use in the US. We need to 
keep It here.' Once you get 
regional dynamism going, 
you can do that." 

Mr Caborn nonetheless 
admits that regions don’t 
have much popular support, 
and is setting up regional 
development agencies with 
boards chaired by senior 
business figures to try and 
counter that The agencies - 
"which address the eco- 
nomic deficit”-, will be coun- 
terbalanced by regional 
chambers “which begin to 
address the democratic defi- 
cit". The chambers will be 
appointed by focal councils 
and their regional partners, 
but at some point the 


regional electorate will be 
asked, probably through a 
referendum, if they would 
like to vote for them. II they 
do, they will have an assem- 
bly with as yet unspecified 
powers, but certainly not 
able to raise tax or pass pri- 
mary legislation. 

The problem with English 
regionalism is that, because 
the popular response to it is 
so weak - except, perhaps, 
in Yorkshire, and the 
North-east and Cornwall - it 
is centrally driven, and the 
centre is unlikely to grant 
enough powers for the eco- 
nomic dynamism ilet alone 
the democratic legitimacy i 
which Mr Cabom wants. 

Michael Aucram, about to 
become chairman of the Con- 
servative Party and formerly 
the constitutional spokes- 
man, says: “On regional 
assemblies. I find my mail- 
bag contains no wish fur 
them, but people saying - 
why bother? You would be 
creating something com- 
pletely artificial. I’m a Wilt- 
shire MP - I'd he in the 
south-west - but the people 
In my constituency don't 
think of themselves as 
‘belonging’ to the 

south-west." 

T he critique or urtlfi- 
ciality. however, 
begs rather than 
doses the question. 
Artificiality now cannot be 
avoided. Mr Anerara himself 
observes; "We IConserva- 
tives] have been driven off 
our evolutionary approach 
to the constitution by the 
way the government are 
doing this." With evolution 
(which had been a bipartisan 
approach) gone, tho con>.ti ra- 
tion Is set for change in 
which one reform triggers 
another, more radical one. 

The constitution is h^inc 
re-branded: n cannot be any 
other way. In the course of 
the exercise, much that has 
been marketed as British - 
or English - will either dis- 
appear or pass to 
museum. 

“An Englishman", wrote a 
correspondent to The Times 
to 1887, when Gladstone was 
shaking up the then consti- 
tution, "has but one patrio- 
tism. ^cause England and 
Scotland are to him practi- 
cally the same thing” n 
seems inconceivable that 
this sentiment can last into 
the next millennium. 
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The Fed rides in 
to the rescue 


If the US economy were Insulated 
from the financial turmoil in the 
rest of the world, the case for 
cutting official interest rates yes- 
terday would have been weak. 

The domestic economy, backed 
by a rise in consumer credit and 
mortgage lending, is still expand- 
ing briskly, even if the prospects 
are now for slower growth next 
year. The money supply has been 
expanding. Inflation, it is true, 
remains subdued. But despite a 
strong dollar and the collapse of 
world commodity prices, US fin- 
ished goods prices are on a rising 
trend. If that were the whole 
story, the Federal Reserve's open 
market committee would have 
left its Interest rate unchanged at 
5.5 per cent, instead of cutting it 
by a quarter point 

Nor does the 16 per cent fall in 
US equity prices since the July 
peak appear, by itself, a reason 
for official concern. Stocks are 
still very highly valued in his- 
toric terms, and it is not the job 
of central banks to protect specu- 
lative gains. The Dow Jones 
Industrial Average is only back 
to its level at the end of January 
and stQl 38 per cent high e r than 
it was two years ago. 

But that figure also helps to 
define the risk which the Fed is 
now facing. A collapse of equity 
prices by 40 per cent - added to 
the general anxieties in interna- 
tional capital markets - could 
conceivably cause a serious defla- 
tionary spiral 

The risk of a 1930s style calam- 
ity is slight, especially if y ester- 


Chinese whispers 


Chinese companies were 
yesterday given just two days to 
repatriate billions of dollars 
worth of foreign currencies 
which they have been stashing 
abroad illegally. This was the lat- 
est, and most dramatic, in a 
series of recent statements and 
policy changes which appear to 
hint that China's nodevaluation 
policy is weakening. 

Capital flight from China has 
been prompted by growing wor- 
ries about renminbi devaluation, 
and has been achieved by circum- 
venting China's regime of capital 
controls by such devious meth- 
ods as forging trade documents. 

Whether or not the order to 
repatriate funds will make much 
difference is arguable. What was 
more significant about yester- 
day's move was that it appeared 
to confirm a softening in Bei- 
jing's exchange rate stance. Pre- 
viously, officials had insisted that 
the renminbi rate would be main- 
tained. Yesterday, the line was 
that no currency could be prom- 
ised to be safe. 

Market pressures played only a 
limited part in this apparent shift 
in policy. Although there has 
been substantial capital flight, 
China's capital controls still 
make speculation against the 
renminbi all but impossible. 
More relevant are worries about 
how the emerging markets crisis 
is affecting China's economy. 
Exports fell by 2.4 per cent year- 
on-year in August, and most 


economists now believe that the 
official output growth target of 8 
per cent cannot be met 

But the potential cost of a 
devaluation still far outweighs 
the doubtful benefits. 

The most compelling argument 
for China to hold firm is that a 
renminbi devaluation could set 
off another round of emerging- 
market crises. Apart from weak- 
ening the world economy, this 
would quickly reverse China's 
competitiveness gains. It would 
also destroy the stock of political 
goodwill China has garnered 
from its strong stance. 

More surprisingly, a devalua- 
tion may not be justified on 
domestic economic grounds. Cer- 
tainly, it would improve China's 
export potential. But even now, 
China Is still very competitive, 
with a trade surplus of $3ibn in 
the first eight months of this 
year alone. A devaluation would 
make imports more expensive, 
important in a country where 50 
per cent of exports are made 
from processing imported goods. 
And the effect on the financial 
system could be severe. 

More important for China is to 
find a way of boosting domestic 1 
demand and escaping deflation. 
A major Infrastructure spending j 
programme is being launched; if 
this does not do the trick, Beijing 
will need to show the flexibility 
to come up with other policy 
responses. Devaluation, though, 
should not be one of them. 


Blair’s Blackpool 


There is much to be said for the 
air of studied sobriety permeat- 
ing the UK Labour party’s 
annual conference in Blackpool - 
With tougher times ahead, Tony 
Blair, the prime minister, has 
wisely concluded that substance 
now counts for more than style. 
The conference has been more 
mature for being less flashy. The 
occasional platform tantrums of 
some trade union leaders have 
stirred barely a ripple. 

The prime minister’s speech 
amplified the central message of 
the week. New Labour's embrace 
of prudent economics and market 
solutions is irreversible. The pur 
suit of social justice can no lon- 
ger be seen as inimical to an 
enterprise economy. Ideals are 
fine, ideology is out So. thank- 
fully, is the glib rhetoric about a 
young country and an age of 
achievement which previously 
punctuated Mr Blair's oratory. 

The skin of this latest speech 
lay in the apparent ease with 
which it threw a bridge between 
the pragmatic politics of govern- 
ment and Labour’s constant han- 
kering for the moral high ground. 
In his words, the party had lost 
the battle of ideas in the 1980s 
but it was now winning the bat- 
tle of values. This is a brand of 
inclusive politics which leaves 
William Hague’s Conservatives 
struggling to seem relevant. 

But if the party faithful were 
ready to embrace the politics of 
realism for an afternoon, Mr 


Blair's purpose was also to antici- 
pate future unrest The price of 
the government’s injection of 
new funds into health, education 
and law and order, he warned, 
would be a much more rigorous 
approach to standards in those 
services. Public sector unions can 
□o longer be the guarantors of 
mediocrity. And a start will be 
made on welfare reform by tight- 
ening eligibility for all new bene- 
fit c laiman ts, including lone par- 
ents and the disabled. This amid 
the chill winds of an economic 
downturn. 

Yet for all Mr Blair's efforts to 
educate his party, he said little of 
substance on two issues which ; 
will do mina te the political scene 
during the next year. 

Within a matter of weeks the 
government must respond to the 
impending report of the Jenkins 
Commission on electoral reform 
for the House of Commons. It win 
be one of the most important 
decisions of the present parlia- 
ment. But Mr Blair remains 
nnsettlingly opaque. 

Similarly with Europe. Despite 
its pro-European tone, the gov- 
ernment has yet to take a lead in 
preparing for sterling's eventual 
entry into the single currency. 
Business is asked to invest 
against the possibility, while the 
government sits firmly on the 
sidelines. Mr Blair yesterday 
spoke of the coming challenges 
for the nation. These are chal- 
lenges for his government 


COMMENT & ANALYSIS 


T he world faces two 
tasks in dealing with 
the strains on the global 
economy. The first is to 
get the mix of macro-economic 
policies in the biggest economies 
right hence yesterday’s interest 
rate cut in the US (see editorial). 
The second is to gk the institu- 
tional framework right, which 
means, in particular, examining 
the two most Important bodies 
dealing with emerging markets 
and international firwn>4ai flows: 
the International Monetary Fund 
and the World Bank. 

Dubbed the Bretton Woods 
twins after the New Hampshire 
resort where they were founded 
In 1944. the IMF and World Bank 
have spent the past half-century 
developing a relationship of 
enduring affection and frequent' 
irritation that wfl] be famfifar to 
siblings everywhere. 

Created with very different 
objectives, the Bank and Fund 
had little operational contact for 
the first 30 years of their exis- 
tence. But changes in the world 
economy have brought their 
activities much closer, increasing 
the scope far friction. The finan- 
cial crises in Asia and Russia are 
only the latest such changes, 
prompting fresh calls for a re- 
examination of their roles. These 
will be high on the agenda at the 
institutions’ annual meetings in 
Washington next week. 

Indeed as the global financial 
crisis has widened and deepened 
there have been calls in some 
quarters for a "new Bretton 
Woods” to rebuild the interna- 
tional monetary system. This 
would probably encompass other 
bodies, including the Organisa- 
tion for Economic Co-operation 
and Development in Paris (group- 
ing the world's 29 biggest indus- 
trialised countries) and the Bank 
for International Settlements, the 
central bankers* central bank. 
Some have even argued that a 
world financial authority should 
be set up. 

There are certainly big ques- 
tions to be answered. Can the 
world afford a properly financed 
lender of last resort? How best 
can the strength of domestic 
financial systems be assured 
internationally? How can the pri- 
vate sector be made to play its 
part in crisis resolution? Should 
there be new restrictions on 
international capital movements? 

Wise heads are wary of raising 
expectations before such ques- 
tions have been answered in 
policymakers’ own minds. Alter 
all, as John Maynard Keynes said 
of the original Bretton Woods 
conference: “It Is as though one 
had to accomplish all the prelimi- 
nary work of many interdepart- 
mental and cabinet commit- 
tees ... all carried on in 
committees and commissions 
numbering anything up to 200 
people in rooms with bad acous- 
tics, shouting through micro- 
phones, with many of those pres- 
ent having an imperfect 
knowledge of English, each want- 
ing to get something on the 
record which would look well in 
the press down at home.” 

Despite that bureaucratic 
nightmare, Bretton Woods did 
eventually produce the Bank and 
Fund. Criticised from the right 
for bureaucratic wastefulness 
and from the left for the unthink- 
ing application of economic 
orthodoxy, the two institutions 
nevertheless remain at the heart 
of the world financial system, 
under the respective leaderships 
of James Wolfensohn and Michel 
Camdessus. 

But the Asian crisis - in which 
the Fund has been powerless to 

halt finanrial collapse and in a 
structural policies praised by the 
Bank have been thoroughly dis- 
credited - leaves both institu- 


A gruesome twosome 


day's move signals a read mesa by 
the Fed and other central banks 
to take pre-emptive action. But 
the near collapse of the US hedge 
fimd, Long-Term Capital Manage- 
ment, last week clearly con- 
vinced the Fed that It cannot be 
ignored. 

Should Europe follow suit? 
Despite much talk of co-ordinated 
action, especially in Britain, 
France and now in Germany, the 
likelihood of a prompt move by 
the German Bundesbank is 
slight, its official rate of 8J per 
cent is probably lower than it 
would have been absent the 
Asian crisis, and it will be unwill- 
ing to make the converge n ce of 
European interest rates ahead of 
monetary union any more diffi- 
cult. As thing s are, the fell in 
Italian and Spanish rates to Ger- 
man levels will effectively cut 
European rates by about % per- 
centage point by January. 

A small cut in German rates is 
unlikely to do much for growth 
or financial stability. The task of 
containing the world financial 
crisis must rest largely with the 
Fed, helped by further monetary 
expansion in Japan. 

Further easing in the US, If 
required, would help to bail out 
many imprudent investors. That 
is regrettable, and a problem 
which must be addressed in 
future. But as Alan Greenspan, 
the Fed chairman, said recently, 
the present crisis requires ad hoc 
remedies. These, unfortunately, 
are what the Fed is now being 
forced to apply. 


Ahead of next week’s IMF/World Bank meeting, Robert 
Chote looks at reform of the much-criticised institutions 

















tions vulnerable. And their 
response to criticism has been 
complacent. To understand why, 
it is necessary to look at the way 
they have responded to previous 
criticisms of the way they inter- 
acted, and consider whether 
things may be different now. 

The Bank began its life lending 
primarily to finance postwar 
reconstruction in industrial coun- 
tries and infrastructure projects 
in developing ones. The Fund 
began life as a central part of the 
fixed exchange rate regime estab- 
lished at Bretton Woods, support- 
ing countries with temporary bal- 
ance of payments difficulties to 
forestall damaging trade restric- 
tions. The Bank’s lending was 
long-term and structural; the 
Fund’s short-term and macro- 


ritory df the other. 

The conflict came to a head in 
1988 when the Rank announced a 
$l.25bn loan to Argentina at a 
time when the Fund was with- 
holding financial support. After 
an embarrassing public row and 
instructions from the US and oth- 
ers to get their act together, the 
Rank and Fund hammered out a 
peace treaty known as the “con- 
cordat”. 

This split the functions as fol- 


The Fund does not 
have the resources 
to rescue countries 


economic 

Their roles began to converge 
in the mid-1970s, when competi- 
tion from commercial banks and 
the abandonment of fixed 
exchange rates meant industria- 
lised countries no longer needed 
to borrow from the Fund. Within 
a few years both institutions 
found themselves lending to 
developing countries caught up 
in the international debt crisis. 

By this point it was clear that 
macroeconomic stabilisation and 
structural reform of markets and 
institutions were complementary. 
But rather than specialising in 
their own areas of expertise, each 
institution trespassed on the ter- 


from crises involving 
huge capital outflows 


lows; the Fund got primary 
responsibility “with respect to 
surveillance, exchange rate mat- 
ters, balance of payments, 
growth-oriented stabilisation pol- 
icies and instruments”. The Bank 
had primary responsibility for 
“the composition and appropri- 
ateness of development programs 
and priorities”. 

Both bodies were both allowed 
“to explore their legitimate 
concerns" in macroeconomic and 
structural issues, but urged to 
"rely as much as possible on 


analyses and monitoring of the 
other institution in the areas 
of primary responsibility of the 
latter". 

Writing in the Bank’s official 
history, Jacques Polak, a former 
IMF research chief, argues that 
the concordat returned the rela- 
tionship between the institutions 
“to the untidy, but controlled, 
mixture of co-operation in gen- 
eral and mutual irritation on 
occasion that characterised the 
situation in the mid-1980s". 

The trouble is that the Asian 
crisis has begun to wrench this 
messy but workable compromise 
apart again. By generating fresh 
criticism of both bodies, it has 
prompted calls for a partial 
merger, the creation of joint 
departments and even the aboli- 
tion of one or other institution. 
In response the Fund and Bank 
have produced a revised concor- 
dat which will be presented to 
finance and development minis- 
ters next week. 

One problem thrown up by 
events in Asia is that the Fund 
does not have the resources to 
rescue countries from crises 
Involving huge capital outflows. 
It has been seeking an increa se 
in its capital, but the US, the 
Fund's largest shareholder, is 
still stru g glin g to have its share 
approved by Congress. 

As a stop-gap measure, the 
Bank has found itself called upon 
to lend $8.4bn to help pay for 


OBSERVER 


Blade runner 
wields the axe 


business. Maybe Hawley's 
position as crown prince is 
looking less secure. 


It has been a rollercoaster year 
for AJ Zeien. In June the Gillette 
boss put on a shaving show at 
New York Stock Exchange when 
the new S750m Mach 3 razor hit 
the shops. This week, with profits 
and the share price suffering, he 
: took a sharp blade to the 
company, slicing 4,700 workers 
and 14 factories. 

But the 69-year-okl Zeien - 
who has had three contract 
extensions since he passed the 
official retirement age of 65 - Is 
showrig no sign of gong early 
and heir-apparent Michael 
Hawley, president since 1995, 
looks Hke being kept waiting a 
while longer. 

When Zeien took file helm of 
Gillette in 1991, he was already 
old by the standards of the 
traditionally macho razor group. 
Yet there are st® no signs that 
he is tiring of his job. Insiders say 
he is fuff of energy, despite his 
age, and is invigorated by 
challenging times. 

He might find the next few 
months particularly exciting. 
Troubles in emerging countries, 
some of Gillette’s main markets, 
are bound to present him with 
plenty of dose shaves. 

He even took time out on 
Monday to reorganise the 
company and shuffle top 
management, giving a big teg up 
to Edward DeGraan, one of the 
five terminals in the Duracefl 


Paired off 


opposition leaders. In any case, 
choosing youth for youth's sake 
does not necessarily pay 
dividends. Ask the British 
Conservative party. 


German politicians are seeking 
safety rn numbers as they adjust 
to Gfe out of the giant shadow of 
Helmut Kohl. 

Chancellor-elect Gerhard 
Schrfider and Social Democratic 
Party leader Oskar Laforrtaine 
have been Inseparable since 
Sunday’s election triumph. And 
wherever there is a camera, 
Wolfgang SchSuble, the number 
one seed to follow Kohl as leader 
of the Christian Democratic 
Union, and Volker ROhe, the 
outgoing CDU defence minister, 
are pictured side by side. 

The SchSuble- ROhe double act 
is meant to reassure the faithful 
that the CDU will not fall prey to 
internecine strife after its leader 
of 25 years quits in November. 
The two men, both 56, are the 
only CDU heavyweights in Bonn 
to emerge from the Kohl years 
with their status enhanced. But 
their buddiness may also be 
contrived to cap the ambitions of 
the CPU’s bright 40-somethings 
in the regions, who are 
demanding a “generational” 
change In the party. 

Christian Wulff of Lower 
Saxony, Peter MOHer in the Saar 
and Roland Koch in Hesse have 
all laid claim to more power in 
the CDU. This would be fine if 
they had been able to win 
elections, but all three are 


Rested in peace 


Can Gudmund Rested keep quiet 
until Monday? That's when the 
Norwegian finance minister is 
due to present his budget to 
parliament. The only trouble is, 
every spit and cough was 
published yesterday in the 
newspaper DageblaL 
Of course, there’s now a gag 
on civil servants talking about the 
budget, but it's pretty hard cm a 
politician to keep stumm when 
the opposition is laying into his 
plans. At the moment, all Rested 
will say is that the pofica are 
investigating the leak. Looks like 
his critics have five days to make 
hay. 


him silent for months. 

But Boos has shown a deft 
political touch. As President 
Boris Yeltsin tried to get Victor 
Chernomyrdin approved as prime 
minister, Boos - a member of 
Chernomyrdin's Our Home is 
Russia party - did not vote for 
his leader. 

Rumour has it Boos has 
thrown in his lot with Yuri 
Luzhkov, Moscow’s populist 
mayor and leading presidential 
candidate. Sorting out tax 
collection is, after all, a task for 
the longer term. 


Primary culture 


Boos boost 


Mild-mannered Russian MP 
Georgy Boos seems an odd 
choice to head the country’s tax 
service. Few Duma colleagues 
can imagine him stomping 
around persuading some of 
Russia's business types, for 
whom tax-dodging has evolved 
into a national sport, to render 
unto Moscow what is Moscow's. 

Boos was yesterday keeping a 
low profile, saying he would have 
to understand all Russia's tax 
problems before he made any 
announcements. That could keep 


Time was when the US 
presidential primaries - like 
White House sex scandals - just 
went on and on. Starting in New 
Hampshire in March, the caravan 
trundled along at a leisurely pace 
until June. 

The trouble with this 
arrangement was that states at 
the end of tee queue sometimes 
didn't vote until after the whole 
thing was settled. Californians 
were particularly disgruntled 
when Unde Sam’s most 
populous state trailed over the 
finishing line in June. 

So Governor Pete Wilson has 
just signed a bill moving the 
presidential primary to March 7, 
2000 and nine other states are 
thinking about earlier dates. That 
could be bad news for 
candidates trying to cover ail the 
bases, unless they work out how 
to be in several places at once. 




short-term liquidity support that 
falls outside its traditional man- 
date. The rails come from the 
IMF and leading industrial coun- 
tries, notably the US. 

In an attempt to reduce their 
demands, the Bank has warned 
that it might need to make a 
politically contentious capital 
increase or its own if it is forced 
to continue such lending. Having 

expensively repositioned itself as 
a long-term development institu- 
tion, the Bank will not want to 
get embroiled in short-term crisis 
management. In practice, though, 
it will be targeted for this as long 
as it is seen to have spare cash. 

At the operational level, mean- 
while. the Asian crisis has 
brought an old problem Into 
sharper focus. 

The convergence of the Bank 
and Fund's activities over the 
past 25 years has reflected the 
growing recognition that restor- 
ing growth requires macroeco- 
nomic stabilisation and struc- 
tural reform in tandem. The 
Fund has always prided Itself on 
being quick to set up stabilisa- 
tion programmes. Now, it is argu- 
ing that in view of the contribu- 
tion structural problems have 
made to the Asian crises, struc- 
tural solutions (which are the 
Bank's speciality) ought to be 
applied with equal speed. 

But while the Fund's hierarchi- 
cal structure and authoritarian 
culture lend themselves to rapid 
decisions, the Bank's byzantine 
bureaucracy and fondness for 
thoughtful reflection do not. This 
was damagingly apparent in 
financial sector reform, when the 
Bank was often slow’ to respond 
and the Fund in turn acted too 
hastily. (The institutions have 
since set up a liaison committee.) 

But something more radical 
may be needed. Tony Blair, the 
UK prime minister, recently pro- 
posed the idea of creating a joint 
department spanning both insti- 
tutions. The idea has come to 
nothing, but transferring the 
Bank's special financial 
operations unit to the Fund 
might well be desirable. Greater 
clarity is also required In assess- 
ing the social impact of stabilisa- 
tion, which in turn affects its 
ultimate durability. 

This is where the concordat 
Mark n should came in. It states 
that it is important “to clarify, 
and where possible, sharpen the 
division of primary responsibili- 
ties between the two institu- 
tions". 

But in all the areas on which it 
focuses - such as surveillance of 
national policies, crisis manage- 
ment. strengthening financial 
systems, and lending to low 
income countries - the document 
shies away from any painful real- 
location of responsibility. The 
institutions promise little more 
than to talk to each other more, 
while the Fund explicitly re tains 
the right to barge in and impose 
its own structural reforms when- 
ever it thinks the Bank is dither- 
ing in a crisis. 

The tone of the new concordat 
is reminiscent of the various 
reports on Bank and Fund co- 
operation prepared for the boards 
of the institutions in the early 
1980s. As Mr Polak points out, 
they invariably concluded that 
differences of view were being 
resolved successfully; “In broad’ 
terms and In elegant prose the 
message delivered was that 
co-operation was essential, that it 
was working better and better, 
and that there was a need for 
further Improvement” 

With the institutions under 
greater scrutiny today than ever 
before, the shareholders - nota- 
bly the largest industrial coun- 
tries - may now be looking for 
something rather more substan- 
tial than is being offered so for. 


100 years ago 


Blind Pools in High Hoi bom 
Business people are settling 
down in real earnest for the 
period of bustle teat succeeds 
the holiday season, and we 
find that the preparations for a 
renewal of speculative activity 
are not confined to tee City, 
but are also manifesting 
themselves just outside Its 
borders, where a certain class 
of "stock and share dealers” 
find ft more convenient to 
conduct their affairs than in 
tee neighbourhood of the 
Bank. In November last the 
City Solicitor ran to earth a 
group of the most 
unscrupulous swindlers that 
ever traded on the folly of 
mankind and the enterprising 
gentlemen were severely 
punished for their pains. 


50 years ago 


AustraGa's Rabbit Pest 
Melbourne, Sept 29. A 
warning of the serious effects 
to Australia's pastoral 
industries through the 
depredations of rabbits has 
beer given by Sir Clive Bailfieu 
as the most disturbing 
Impression gained since his 
return to this country. He 
pointed out that by wolfing the 
most succulent grass which 
should be going into wool and 
meat the rabbit was nibbling 
at the national income and 
Australia's standard of Trying. 
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Fed but not full 


The markets wanted action and they got 
it But investors should not kid them- 
selves that a mere W per cent reduction in 
US Interest rates will solve the global 
financial crisis. 

Granted, it will help a bit The mere fact 
that the Federal Reserve is doing some- 
thing to prevent further contagion should 
boost Investors' confidence. Lower rates 
will make dollar-denominated assets less 
attractive, perhaps helping slow down 
global capital's flight to safety. And by 
lowering banks' cost of funds, the Fed is 
hoping to prevent a credit crunch spread- 
ing to the core of the US financial system 
- the dangers of which were so aptly 
illustrated by the collapse of Long-Term 
Capital Management 
But a US rate cut will not clear up 
Japan's banking problem or crack Brazil's 
fiscal deficit. Nor will it do much to 
reduce risk premia and punitive interest 
rates across emerging markets. Unless fol- 
lowed by other initiatives, such as a finan- 
cing package for Latin America, the boost 
of confidence engendered by yesterday's 
move could dissipate. Meanwhile, it risks 
storing up trouble domestically. 'With 
third-quarter gross domestic product 
expected to Increase by a still-healthy 2 H 
per cent, tight labour markets and rapid 
monetary growth, lower rates now could 
trigger inflation. 

For bonds the cut is positive, though 
further cuts would be needed for yields to 
go much lower. Equities, however, still 
face an unappetising miT of higher risk 
and lower profit growth. 

China 

China still eiaimg to be operating an 
“open door” policy, but the hinges are 
squeaking. The abruptness of the rippling 
for foreign currency repatriation' suggests 
some desperation in the government's 
attempt to stem capital flight A first-half 
trade surplus of more than $20bn and a 
similar amount of foreign Investment 
failed to bolster the country's foreign 
exchange reserves. Since July, the wors- 
ening Asian crisis and a speculative 
attack on the Hong Kong dollar have 
probably accelerated the outflow. This 
may not be as harsh as Malaysia's imposi- 
tion of capital controls, but China is a 
bigger economy. Investors in emerging 
markets everywhere are likely to shiver. 


US real GDP growth 
Amo&ed qrartariy % change 



While Bejjing could it is simply 
enforcing existing rules, the threat of pun- 
ishment and new restrictions on foreign 
currency transactions of moving 

the goalposts. It not only makes doing 
business in China more tricky than ever, 
but also raises the fear that it will become 
increasingly difficult to taka earnings out. 
Some foreign companies have already 
found they need permission to repatriate 
more than $10,000. 

In the short run, Beijing's action may 
seem like a clever way of protecting the 
currency while also pumping up the econ- 
omy through lower interest rates. The 
worry is that this will he hard to sustain 
in the longer run. And If foreigners are 
reluctant to provide new Raids and locals 
find a way of evading the new rules, the 
capital flight may resume. 

UK IPOs 

Investors in UK IPOs have had a sorry 
year. Of seven new London listings (exclu- 
ding demergers) worth over 2200m this 
year, five are now trading below their 
issue price. But, more depressiiigiy, as a 
group, they have underperformed the 
market by an unweighted average of 
nearly 15 per cent. 

This should not be that surprising. 
After all, many were quite simply over- 
priced during the last months of the bull 
market. Coca-Cola Beverages, whose 
shares foil 13 per cent yesterday on a 
bleak profits outlook, Computacenter and 
Thomson Travel are cases in point 

In market turmoil investors are more 


likely to sell “unseasoned* stock than 
tried end trusted blue chips. Relatively 
untested managements, especially in 
industries yet to suffer a recession, 
require investors to take much on trust 
That the froth has been blown off clothing 
retailers New Look and Monsoon reflects 
investors’ reaction against this need for 
trust which the sector's woes amplify. 

That said, the strong outperfOrmance of 
microchip designer Arm Holdings and 
ITNet a services company, shows that 
real growth stories will not go begging for 
capital for long, whatever the weather. 
With the odds of bagging shares in the 
“next Microsoft” thin already, splashing 
out on IPOs towards the end of a bull 
market is hardly the best way to start 

Russia 

Filling Moscow's political vacuum is a 
thankiftss task. Yevgeny Primakov's feil- 
ure to form a settled government Is 
threatening hifl own pOSitiOU pnd that of 

Boris Yeltsin. Following the decision of 
Alexander Shokhin to quit as deputy 
prime minister last week, Boris Fyodorov, 
the once-great hope for Russian tax 
reform, has now been sacked. They 
seemed Ineffective enough. But without 
them, the prospects for Russia putting its 
finances in order look as bleak as at any 
time since the latest crisis be ga n. 

Against all International Monetary 
Fond advice, money-printing has started 
and inflati on is rampant And as a conse- 
quence of the country’s frozen payment 
system, government revenues are tum- 
bling faster than ever, making a formal 
default on foreign debt likely. In all the 
confusion, it can be no surprise economic 
policy is so contradictory. In rapid succes- 
sion, the government has indicated It will 
pursue greater state control of the econ- 
omy, macro-economic r efo rm along IMF 
lines, and now a synthesis of the two 
involving financing the government’s defi- 
cit through a “controlled emission” of 
money. 

Few politicians wish to be associated 
with tiie pain hyper-inflation is likely to 
infli ct in the coming months . But until 
there Is a political consensus behind sen- 
able reform, there is no point in the IMFs 
associating itself with it either. The little 
cash it has left, it should lend to more 
bankable propositions. 
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Europe today 

After a cold start much of 
Scandinavia wdl bo dry with 
sunshine. There wtfl be isolated 
showers in die south. Western 
Russia win have heavy rain. 

Norm-west Europe will be 

unsettled. Northern France, the 
Low Countries and Germany will 
have prolonged spans of rain. 

Much of the Mediterranean w9 be 
sunny, but showers In southern 
France, the Alps and the Pyrenees 
wB spread Into Italy. 

Five -day forecast 
High pressure over Scandinavia 
wii gradually push south-west 
across north-west Europe where It 
wB turn much cooler by the 
weekend. A large sea of low 
pressure wll bring showers to 

much of central Europe. The 

west er n and eastern Me diter ranean 
wiB remain dry. but Italy, the 
Balkans and Greece wW have 
heavy rain. 
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Battered Anwar faces court 
to 



Sacked Malaysian deputy PM claims he was beaten by police 
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By SbeBa McJUty In Kotfa Lumpur 

Anwar Ibrahim, the sacked deputy 
prime minister of Malaysia, . 
appeared in court yesterday, bruised 
and with a black eye, to plead not 
guilty to nine counts of corruption 

and i pagaT wraal acts, - - 

it was Mr Anwar's first public 
appearance since he was detained on 
September 20 under the country’s 
strict IntaroM Security Act, which 
permits detention without 

Mr Anwar’s left eye was swollen, 
and he had ftriwt bruises on his arm 
and neck. One of his seven lawyers 
said police had beaten the former 
deputy premier while he was hand- 
cuffed and bhndfolfiBd, imHi Ms 
bled and he passed out. - 
‘It was a clear message to 
behave,” the lawyer said. 

Police with rifles surrounded the 
courthouse and sealed off surround- 
ing streets to keep away the tens of 
thousands of MalaysisnB protesting 
against Mr Anwar’s detention. More 
than 100 supporters have been 
arrested by police armed with tear 
gas and water cannons in pro tests 
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which followed Mr Anwar's arrest 

Mr Anwar's lawyers said he had 
pleaded for a doctor because he 
could not see with his left eye, walk 
normally or use one of his arms, Irat 
ft was .not until the fifth day of his 
detention' that a police doctor saw 
him. He lodged a police report aruT 
prosecutors said an investigation 

was under way. 

Inside the courtroom, Mr Anwar 
motioned to rep o rters that he had 
been punched in' the head and fed 
-Uttle.. He answered questions, by 
reporters before police intervened. 

Mr Anwar said he was being con- 
fined alone without light, but be 
pledged to endure this treatment “as 
long as it takes for reformosi 
[reform]. I'm more convinced of the 
seed to change or reform this coun- 
try”. To those who have rallied 
behind him. Mr Anwar said: “Keep 
up the fight.” 

Tflq wife. Wan Azizah Wan Tam ail, 
who took up Ms call for reform until 
the authorities restricted her from 
holding rallies, proudly showed Mr 
Anwar international magazines feat- 
uring them both. 


Judge Hasnah . Mohamad Hashitn 
granted a request by Mr Anwar’s 
lawyers that he should be examined 
by a doctor chosen by the family. 
But she transferred the case to the 
High Court and left ft up to the 
higher authority to decide when to 
hold the next hearing and whether 
to grant bafl. Lawyers said It was 
unlikely Mr Anwar would be 
released on bafl. 

Mahathir Mohamad, the prune 
minister, sacked Mr Anwar an Sep- 
tember 2 for having “low morals". 
As Mr Anwar was in court yester- 
day, Dr Mahathir was explaining his 
actions to parliament: “Anwar's 
wish was for me to step down so 
that he would get away without 
being tried," he said. 

But Lim Kzt Slang, parliamentary 
opposition leader, said in an inter- 
view: “If a former deputy prime min- 
ister can be assaulted in tills fashion 
in police custody. Malaysians must 
wonder if they can be safe.” 

Mr Anwar says the allegations are 
part of a high-level conspiracy to 
punish him for becoming a threat to 
Dr Mahathir's 17-year rule. 


Derivatives soar as companies 
seek means of controlling risks 
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Global financial markets have 
witnessed explosive growth in. the 
use of financial derivatives during 
the last three years, according to the 
triennial survey of foreign exchange 
activity conducted for the Bank for 
International Settlements (BIS). 

The dafly volume of trade in over- 
the-counter and currency and inter- 
est rate derivatives in London, the 
world’s leading foreign exchange 
trading centr e, has more than dou- 
bled from |74bn to $171bn. 

London consolidated its position 
over the last three years, with aver- 
age daily trading volumes outstrip- 
ping those of New York and Tokyo 
combined, and turnover rising from 
a daily f464bn to 3687bn - an 
Increase of 37 per cent over the three 
yeare, The BIS estimated daily 
global trading averaged $l,260bn in 
April 1995. 

However. London experienced a 


slower rate of growth than in the 
previous two s u rve y s conducted by 
the w«nV of TEn gtanri, which aim sur- 
veyed financial institutions In ApriL 
Ibis was countered by the growth in 
derivatives. 

This growth reflected the popular- 
ity of de ri va ti ves among companies 
looking for more sophisticated, indi- 
vidually tailored methods of control- 
ling risk, said John Footman, deputy 
director of the Bank’s financial sta- 
bility section. 

The daily value of exchange-traded 
interest rate derivatives increased 
from $177.2bn to $846.3bn In the 
same period, said the London Inter- 
national Financial Futures and 
Options Exchange (Liffe). 

The only leading finmiriffl centre 
that bettered London in growth was 
New York, where foreign exchange 
volumes rose 43 per cent. Tokyo suf- 
fered a slide of 8 per cent Credit 
linas to Japanese hanks have been 
reduced because of declining confi- 
dence in the financial sector. 


Paul Chertkow, global foreign 
exchange strategist for the Bank of ^ 
Tokyo-Mitsubishi, said some Japa- 
nese banks had suffered from down- 
graded Credit ratings, making them 
less attractive to counterparties 
wanting A or AA credit ratings. 

Trading against the dollar in the 
currencies that are to participate in 
European monetary union increased 
as a proportion of total volume from 
about 38 to 43 per cant Cross-trading 
between the same European curren- 
cies dwell m»H- 

For the first time, the Bank of 
England’s survey included details on 
trading in emerging market curren- 
cies, where daily turnover was 
512. 5bn. 

The Bank of England said overall 
turnover was growing at a sustain- 
able pace. “London continues to be a 
place where people want to do busi- 
ness," said Clifford Smout, head of 
foreign exchange. 


ChaHeoge of Eero, Page 4 
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Gearing up for Success 



Europe's role in the globalised economy 

Tuesday 13 October 1998 

Locarno Rooms, Foreign and CommonweoWi Office, London SW1 

Europe stands poised between the new opportunities opened up by the single market and the euro, and the risks 
posed by the emerging market aids and the slowdown of the world economy. This halfday conference analyses 
from a business perspective the present economic and political .slate of Europe, and explores ways of achieving 
higher competitiveness and Improved economic performance without lowering social cohesion. 

Speakers include 

• Antoine Bemhenn, Chairman, Asskurazjoni Generali 5pA 

• Dr Heitiridi Binder Chief Executive. PhsHpp Hohznann AG 

. • MQonpisBCT^ChirfKnandalOffiaxKWEAG 

• Dr Klaus Friedrich, Chief Economist; Dresdner Bank AG 

• WfflkmGanett Chief Executive, Robert TfenragHdkiingsUti I, 

• Rawpfe Grappotte, Chairman and Chief Executive, Legrand SA 

• Patricia Hewitt MP, Economic Secretary, HM Treasury 

• Prof Rdmm Jodibnaea* Rresidat Stete Central Bank North Rhm-VtfeEtphaljA 

• Robert Koehle; Chief Executive SGL CaxbonAG 

• Ruth Lea, Head of PcJky Unit, Institute of Dire ctor s • 

• Judith Mayhew, Chairman of Policy and Resources Com mit tee, Corporation o/ London 

" *SfrE?enrteStevensrat,ChabanaivPeajsoopk ‘ _ . 1 

• Prof Robert B Zoellick, President and Chief Executive Designate. / 

Center for Strategic and International Studies I 


Flemings 



Herbert Quandt Stiftung 

Die S&ftung dm BMW AQ - 


For information on places still available for tie conference and the German-British Forum 
Awards Dinner on 13 October at Banqueting House, Whitehall, please contact Maxine V Tidan d 
at Specialist Conferences Ltd, Fax: 44 171 221 5187 
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Speculation rages over PLOT 

Manila's financial community has been gripped 
by speculation of a wrangle for control of Philip- 
pine Long Distance Telecoms, the country's 
dominant telecommunications provider. Brokers 
say there b a significant prospect that one of 
the Philippines' prime corporate assets could be 
taken over by an International compeny or slip 
back Into the control of former cronies of the 
late pre s i d e n t Ferdinand Marcos. Pag® 16 

Bangkok rally boosts confidence 

The Thai stock mar- 
ket's benchmark SET 
Index closed down 
0.18 at 25SL35, having 
risen 14£ per cent In 
the previous four ses- 
sions and giving some 
hope that the market 
had touched bottom. A 
dramatic fall in interest 
rates and a stable cur- 
y.McV rency are lifting confl- 

e 9 '*™.i-'irr. *,,• denC8j whfle deposit 

rates in single digits have encouraged local 
Investors back into the stock market Some for- 
eigners have also been nfobfing, but almost by 
dtrfault Malaysia and Indonesia are off Bmlts 
whfie Singapore and the Philippines are -thought 
still to have far to fafl. Page 38 

Farmers suffer In Bangladesh floods 

As the flood waters recede in Bangladesh, the 
extent of the damage to its economy is becom- 
ing apparent Farmers have been worst hit, with 
much of the rice crop wiped out Jute has also 
suffered, and there win be losses in garments 
exports. The Asian Development Bark says 
Bangladesh will need two to three years to 
rebuild Its Infrastructure. Page 28 

Ecclestone's eurobond benchmark 

The $2bn eurobond issue to be raised by Bamte 
Ecclestone's Formula One company has 
prompted speculation that Mr Ecclestone b to 
invest In the breakaway European football super 
league, or buy a football dub. One thing is cer- 
tain. If the company raises $2bn it win create a 
hi^Vy Squid benchmark Issue. Piege 28 

Brazil 'crucial to commodity prices' 

The key factor In the fortunes of world com- 
modity prices is the economic future of Brazil, 
according to a report Jfrom GNt, the International 
commodities broker. Brazil b the biggest 
grower of coffee, but also exports substantial 
amounts of other commodities such as sugar, 
soyabeans, cocoa, coarse grabs, tin, alumin- 
ium, gold and tobacco. Page 28 

IMF set to disappoint Latin America 

Latin American countries seeking a financial 
rescue plan from this week’s IMF and World 
Bank annual meetings are likely to be disap- 
pointed, say IMF officiate. At best, the IMF wffi 
step in with a credit Nne for Brazil dong with an 
IMF programme requiring austerity measures to 
cut foe country's enormous deficit Page 38 


Goldman appoints 160 directors 


By Racy Corrigan In Hew York 

Goldman Sachs, the US 
investment bank, has 
appointed 160 new managing 
directors. They win be eligible 
for the firm’s highly prized 
partnerships, to be handed oat 
at the end of October. 

The move comes as the firm 
seeks to retain staff who may 
have been disappointed by Its 
withdrawal on Monday of its 
Initial public offering, horeyi pA 
of market conditions. 

Goldman was doe to aban- 
don 180 years of partnership 
and tarn Itself into a publicly 
traded company by launching 
an IPO of 10-15 per cent of tta 


Bank moves to retain staff after pulling public offering 


stock in late October or 
November. Initial estimates 
valued the firm at op to ISOtm 
but the halving of the stock 
prices of publicly traded rivals 
in the last two months has 

drastically cot that valuation. 

Goldman Ins 402 managing 
directors, of whom 189 are 
partners. The first non-partner 
managing directors, known as 
extended managing directors, 
were created in 1996, as part of 
a plan to “broaden and deepen 
the leadBTsbfp of the firm as it 
became more global,” an offi- 
cial 


The firm is expected to 
appoint at least 40 new part- 
ners. New partners stand to be 
allocated more shares in any 
IPO as a result of their eleva- 
tion. 

Goldman said it plans to 
revive the IPO plan when con- 
ditions im p rove. “This organi- 
sation is emotionally and intel- 
lectually committed to the 
strategic goals outlined at the 
time of our decision [to 
become a public company],” 
Henry Paulson, co-chairman 
and Chief executive officer of 
the firm, said on Monday. 


The appointment of new 
managing directors will help 
ensure that "everyone will 
keep their eye on the ball," 
said one market participant. 

Competitors said yesterday 
the withdrawal of the IPO is 
embarrassing for the firm, and 
rivals will seek to capitalise on 
tL Go ldman, a leading under- 
writer of IPOs, arranged one of 
the few recent successful offer- 
ings - for e-Bay, the internet 
company. 

“Competitors wifi take their 
shots. I'm sore some bankers 
wtn use this as part of their 


pitch" to potential IPO clients, 
pointing out that Goldman 
“wouldn't even take them- 
selves public", said one person 
at a rival firm. 

Goldman executives said 
they would not advise other 
finanurai institutions to launch 
IPOs In current market condi- 
tions but would continue to do 
deals in other sectors. 

The withdrawal of the IPO is 
further bad news for that mar- 
ket. “Goldman represents a 
large part of the IPO market as 
an underwriter. People will 
take It as a sign of an even 
more moribund market," said 
Steve Tuen, director of 
research at IPO Value Monitor. 


Chairman forced out in 
Italian bank merger row 


By Paul Betts In Ifiten 


Luigi Fausti, chairman of 
Commardale I talians 
(BCD, was yesterday forced to 
step down in a fierce board- 
roam showdown engineered by 
Mediobanca,' the Milan invest- 
ment bank that is trying to 
forge a merger between Bd 
and fiwnra di Roma. 

Mr Fausti, who backed a 
rival merger proposal with the 
new Istituto San Paolo di 
Torino-IMI banking group, was 
immediately replaced by Luigi 
Lucchlni, a steel entrepreneur 
and a Mediobanca board mem- 
ber. Mr Lucchlni, 79, is also 
chairman of Compart, the 
Vinidtng company that controls 
the Montedison agro-industrial 
group. He Is expected to act as 
chairman until Bd appoints a 
permanent s uccessor . 

Mr Fausti implied that his 
reluctance to merge with 
B anna di Rama had cost him 
his job. “It seems that there Is 
one sole answer: out with 


Fausti and the deal is done,” 
he told the board. 

In an uncharacteristic 
speech reflecting the intrigue 
and venom of the saga, Mr 
Fausti said he had received 
threats that he would be “run 
over” if he opposed the Banca 
di Roma d»wi- “ And there is 
more to tell, which I wont, 
because when I think of this 
twisted stony I feel uncomfort- 
able,” he said. 

Mr Fausti confirmed he had 
received a letter from Luigi 
Arcuti, chairman of San Paolo 
— tmt , saying that Morgan 
Stanley Dean Witter, the US 
investment hank, had drafted 
an outline of a possible Inte- 
gration of the two groups. 

Yesterday's events drove 
Bd shares down L252, 2.4 per 
cant, to LlO^OL This followed 
a rally in recent days on expec- 
tations that the hunk would 
consider merging with San 
Panlo-IMI to create Italy’s larg- 
est h anking group. 

A Bd board member said 


after yesterday's heated meet 
tog that aD eventual merger or 
partnership option s remained 
open. 

Although Mediobanca 
through its allies maintains a 
dominant influence on BCI, 
the hank also h»a other signifi- 
cant shareholders such as 
Deutsche Bank, whidi recently 
accumulated a 4.5 per cent 
Btakp, m| Paribas, which 
opposed a Banca di Soma 
merger. 

Bd last night reported a 274 
per cent rise in first half net 
consolidated group profits to 
L512hn ($810m) from U37bn in 
the first half of last year. Gross 
operating profits rose 70 per 
cent to LlS30bn and the bank’s 
total consolidated assets 
amounted to L223,OO0bn. 

Although Mr Fausti's 
removal has revived the possi- 
bility of merger negotiations 
with Banca di Roma, BCTs 
board la now expected to came 
under pressure to consider the 
San Paolo-IMI alternative. 
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Daiwa to scale back overseas operations 
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By sum Tett In Tokyo and 
Betxys Graham to London 

Daiwa Securities, Japan's 
second largest broker, is to cut 
at least 800 of its 1,800 overseas 
staff before April as part of 
scaling back its international 
operations. It will leave 
Nomura Securities as the only 
Japanese securities house 
seeking to maintain a global 
presence in non-Japanese- 
related international busi- 
nesses. 

Daiwa ’s cuts show how Japa- 
nese brokers are retreating 


from the international empires 
built to the 1980s. The global 
financial turmoil is putting 
pressure on the international 
securities industry. 

“This is really a terrible time 
for the brokers," said Robert 
Gaxone at Dresdnsr Kleinwort 
Benson. 

Japanese brokers have also 
been hurt at home by financial 
deregulation, whidi has liber- 
alised commissions and 
allowed increased competition 
tram non-Japanese firms. 

Daiwa will dose 12 of its 80 
overseas offices, induding Zur- 


ich, Amsterdam, Bombay and 
Bangkok, and withdraw from a 
host of overseas businesses, 
such as Latin American equity 
brokerage and US foreign 
exchange brokerage. Much of 
its European business win be 
centred on London, with sev- 
eral continental subsidiaries 
converted into branches. The 
group will also slash its non- 
Japanese fixed income busi- 
ness, shedding SO front office 
jobs to London. 

The move wfil leave the bro- 
ker focusing almost exclu- 
sively on Japan-related busi- 


ness, such as sales of interna- 
tional equities into the Japa- 
nese retail market and the pro- 
vision of euro-yen instruments 
for corporate clients. 

Nomura, Japan’s largest bro- 
ker, has not Indicated if it 
plans to cut its overseas 
operations. However, the bro- 
ker announced yesterday that 
a planned joint venture with 
Industrial Bank of Japan in 
derivatives products would 
start next year in London. 

Daiwa Insisted that its cuts 
would give its operations more 
focus and avoid overlap in its 


planned alliance with Sumi- 
tomo Bank. This alliance, 
which will start next year, 
entails three Joint ventures in 
asset management and securi- 
ties. 

Before the announcement, 
Daiwa 's shares closed yester- 
day at Y335, Y14 down on the 
day and the lowest level for 
more than a decade. 

Daiwa had a consolidated 
operating loss of Y14bn 
(8103m) in 1997. It projected a 
1998 operating profit of Y25bn, 
but most analysts regard this 
as too optimistic. 


Another 
35 houses 
in LTCM 
bail-out 


By Wffiun Lewis and Tracy 
Corrigan In Npw York 


The effort to rescue Long-Term 
Capital Management, the US 
hedge fund, has been broad- 
ened to include about 35 other 

flnatwrfal InaHEwHnnc 

According to people dose to 
the fond, the Institutions have 
agreed to extend liquidity to it 
through a variety of means, 
including a 3900 m syndicated 
loan. 

Others have agreed that 
they will waive margin calls 
temporarily. 

A 14-strong consortium yes- 
terday took control of the trou- 
bled fond. It has agreed to 
Inject $3.Gbn of equity to save 
it from going Into liquidation. 

The bail-out deal was signed 
late cm Monday night, but only 
after about 85 financial Institu- 
tions outside the consortium 
had been persuaded to extend 
credit and other liquidity to 
the fund. 

About nine members of the 
rescue consortium are also 
members of a 24-strong 8900m 
loan syndicate which was 
arranged two years ago by 
flhftca Manha t tan 

LTCM's attempt to draw 
down part of the loan facility 
two weeks ago is said by 
people dose to the fund to 
have been one of the Immedi- 
ate catalysts for sending It into 
a liquidity crisis. 

A number of syndicate mem- 
bers refused to provide loan 
facilities to the fund. 

The consortium now owns 90 
per cent of the fond. Original 
investors are likely to awn 
two-thirds of the remaining 10 
per cent, with the fund’s part- 
ners holding the remainder. 
The partners will continue to 
receive fees from the manage- 
ment company. 

While blown primarily for 
its bond arbitrage expertise - 
attempting to exploit differ- 
ences between bond prices to 
make a profit - the fund is 
also known to have substantial 
equity arbitrage investments. 

Meanwhile, Liechtenstein 
Global Trust, waa set to 
announce today that the ad- 
lapse of LTCM could cost it up 
to 830m. LGT was not consid- 
ering legal action “for the time 
being". 

Additional report i ng by Jane 
Martinson in London, Richard 
Waters in New York and Nik/d 
Tail in Chicago. 
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A fresh start for funds 


CROSSWORD, Page 28 


Fund managers across 
Euroland stock markets have 
been given a tough 
instruction: they must tear up 
the figures. The introduction 
erf the euro in three months’ 
• Bto» could signal the «nd of 
performance history, or 
expressed positively, the start 
of a new era. 

The order was issued in 
Brussels this week at the 
congress of the European 
Federation of Financial 
Analysts Societies (EFFAS). 

The EFFAS Permanent 
Commission on Performance 
Measurement has published a 
short but surprising th ree p ags 
document, called “ Guidelines 
to Respect of the impact of 
Euro ConvBrsicm". 

The wiiwniKinn has - been 
occupied with developing 
global investment jw rfhrnianwi 
standards in cooperation with 
America's Association for 
Investment Management and 
Research, and the euro 
question seems to have 
emer ged out of the blue. The 
problem is what to do about 
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numbers when there is a 
discontinuity in the currency. 

There are deceptive issues: 
for a while there may be no 
significant chang e. For two or 
three years it win remain 
acceptable to quote fond 
values in local currencies, 
even though the French franc 
and German mark, for 

instance, will by then simply 
be fixed ratio versions of the 
euro. 

It will seem natural to 
chain-link the performance 


figures across the conversion 
date To begin with the local 
currency version can continue. 
In due course the time series 
could be retrospectively 
converted to euros at the fixed 


exchange rate, ggnarating 
what might appear to he a 
valid track record. 

But if you add apples and 
oranges you get a fruit salad. 
Consider two Euroland funds. 
rvne formerly denominated in d 
soft Club Med currency such 

as the Italian lira and tha 

other in a harder Northern 
currency such as the D-mark. 

Over several years the lira 
has depreciated against the 
mark, and nominal investment 
returns in Italy have been 
frppatmr frntor pet friminp hue 
bpftn mneh hi gher , bond prices 

have benefited from 
convergence and equity prices 
have boomed too, while 
non-Italian assets will often 
have appreciated in lire terms. 

So the fanner Italian fond 
will appear to have 
outperformed the former 

German fond when both are 
converted to euros next 
January. 

Car tain forms of s ynihaHr 

euro back histories have been 
devised. But there is-no 
satisfactory way of 
reconstructing historical data 
in terms of a currency which 
did sot exist at the time. The 
EFFAS Commission, has 
therefore decided providers 
and users of performance 
com p arisons will, in many 
cases, have to accept a 
discontinuity. Whether it can 
strictly enforce such a 


principle an the basis of 
voluntary guidelines is 
another matter. 

Individual clients, however, 
can stffi be given performance 
numbers nhahu) iti ir^ across 
the conversion date. For them 
the historical data remain 
relevant, altho ug h the 
guidelines say that the original 
currency must be made clear. 
There may also be scope for 
so-called “composites’’ (groups 
of comparable portfolios) to be 
defined when the same 
pre-conversion currency has 
been used. League table 
rankings on this basis will still 
be valid, even if the absolute 
Investment returns have little 

nwanhig . 

The introduction of the euro 
is bound to create a statistical . 
fog, but at least it may be 
possible to prevent a wave of 
performance Wianip nla tinm. In 

mutual funds, especially, there 
will be a lot erf mergers as 
managers switch to new 
Euroland benchmarks. 
Marketing men will have to be 
stopped from stringing 

together different currency 
histories to order to create 
table-topping performance. 

WiQ a discontinuity prove 
damag in g ? Investment purists 
arena there is no statistical 
link between past and foture 
performance. European 
portfolio managers with good 
recent track records will not 
see it like that But then there 
are an awful lot of struggling 
fund managers who will be 
only too happy to declare the 
end of history and start with a 
dean slate in January. 
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EMICONDUCTORS JAPANESE GROUP AIMS TO RESTRUCTURE LOSSMAKING MEMORY BUSINESS 
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Nippon Steel to sell chipmaking division 


By Alexandra Harney in Tokyo 

Nippon Steel. Japan’s largest 
steelmaker, is selling its 
semiconductor subsidiary to 
United Microelectronics, the 
Taiwan-based wafer foundry 
group, as part of a drive to 
restructure its lossmaking 
memory business. 

The all-stock deal is the 
latest in a series of moves by 
Japanese chipmakers to 
reduce their exposure to the 
global dynamic random 
access memory (D-Ram) 


market, which has been 
rocked by a collapse in 
prices in the past two years. 

Mergers and acquisitions 
are still rare in Japan, where 
companies prefer to rely on 
traditional keiretsu relation- 
ships to dispose of unprofita- 
ble businesses. 

Nippon Steel will sell all 
its shares in Nippon Steel 
Semiconductor Corporation 
CNPNX) to UMC for Y50.000 
per share, a 68 per cent dis- 
count to the share price 
before the deal was 


announced. UMC will pay 
YI.53bn (Slim) for the 
shares. Nippon Steel, which 
owns 56 per cent of NPNX. 
will then dissolve the com- 
pany and write off its accu- 
mulated debts. 

The disposal of the debts 
will lead to YlSObn in 
extraordinary losses at the 
parent level and consoli- 
dated losses of YS5bn this 
year, Nippon Steel said. The 
group also lifted its earnings 
forecast as a result of the 
sale. Earlier this month, it 


forecast losses of Y15bn- 
Y25bn, hut now anticipates 
Yl0bn-Y20bn in after- tax 
profits. 

The deal marks Nippon 
Steel's withdrawal from the 
D-Ram market. NPNX. 
which manufactures I -mega- 
byte, 4-megabyte, and 16- 
megabyte D-Ram chips at 
one factory in Tatevama, 
outside Tokyo, has been in 
the red for the past two 
yeans. Last year, the group's 
net losses totalled Yl6.7bn 
on turnover of only Yi7.9bn. 


Akira Chihaya. Nippon 
Steel president, said the 
group was unable to keep up 
with the rapid decline in 
D-Ram prices, and that a 
shift into foundry operations 
would have been too costly. 
“The technological scale of a 
logic foundry was too large 
for us to handle, and so we 
began negotiations with 
UMC.” be said. 

Analysts applauded the 
deal as a positive step for the 
industry. The big five steel- 
makers have warned of 


losses this year. "Thai a very' 
traditional Japanese com- 
pany Hke Nippon Steel is 
selling Ltne of its businesses 
is extremely unusual ... the 
hope is that if the biggest 
company in the industry 
makes this kind of move, the 
others will follow." said 
Torn Nagai. steel analyst at 
Morgan Stanley Dean Witter. 

Shares in Nippon Steel 
jumped 5 per cent to Y2Q0. 
Trading in NPNX was 
suspended on the news of 
the deal. 


Gas blast threatens carmakers 


By Gwen Robinson 
ta MeSXHune 


Australia’s carmakers may 
be forced to suspend produc- 
tion after last week’s explo- 
sion at a gas processing 
plant in the state of Victoria 
crippled industry in the 
region. 

The plant, operated by 
Esso Australia, a unit of 
Exxon of the US, is part of a 
gas processing complex 
which supplied 98 per cent of 
the state’s gas needs through 
a 50-50 joint venture with 
Broken Hill Proprietary in 
their Bass Strait gas and oil 
operation. 

More than half the state's 
industry and commerce and 
the majority of homes 
depend on gas for power. 
The Victorian Employers' 
Chamber of Commerce esti- 
mated the initial impact of 
the disruption had cost 
industry about A$35m 
(US$20 .4m) a day in lost out- 
put 

However, industry groups 
warned yesterday that lost 
manufacturing revenues 
would amount to A$100m a 
day and that job losses 
would reach 100,000 if the 
crisis continued into next 
week. Some business leaders 
said they were considering 
legal action to seek compen- 
sation for lost revenues. 

Esso said yesterday that a 
300-strong team was working 
round the clock to restore 
gas supplies, but state offi- 
cials feared the crisis could 
extend for another two 
weeks. 



Bare necessity: Melbourne residents flock to electrically heated shower after gas was cut off Reuters 


Companies which have 
shut operations or laid off 
StafF include BHP, which 
suspended steel processing 
operations in the state; 
Pacific Dunlop, which closed 
its three tyre plants; Amcor 
and Southcorp, the paper 
and packaging manufactur- 
ers; as well as hundreds of 
smaller manufacturers and 
service industries including 
hotels and restaurants. 

BHP also declared force 
majeure on contracts from 
its Bass Strait operations, 
saying it would be unable to 
fulfil oil. gas and liquid 


petroleum gas commitments. 
Esso made a similar declara- 
tion on Friday. 

The plight of the country’s 
four carmakers - Toyota 
Australia. Mitsubishi Motors 
Australia, Ford Motor and 
GM Holden - Illustrates how 
the impact of the disruption 
has spread across state bor- 
ders. Both Holden and Mit- 
subishi said yesterday they 
were preparing to close their 
South Australian operations, 
which relied on engines and 
other components sourced 
from Victoria. 

Holden. Toyota and Ford 


estimated the disruptions 
would cost each of them 
A$i0m a day in lost sales. 

The carmakers between 
them have laid off or forced 
leave on 13.000 workers since 
the disruption. If file crisis 
continued, about 56,000 
workers would be affected, 
the Manufacturing Workers 
Union said. 

Some companies, such as 
Coca-Cola Amatil. which bot- 
tles beverages in Victoria, 
have adapted swiftly: CCA 
said it would switch to diesel 
power at its Moorabbin plant 
from today. 


castorama 


SIGNIFICANT STRENGTHENING OF OUR POSITION 
AS THE EUROPEAN MARKET LEADER IN DIY RETAIL 


Castorama Dubois Investissements has signed an in 
principle agreement with Kingfisher p!c with the aim of 
creating the leading European DIY retailer through the 
merger of Castorama SA and B&Q pic. 

The new group will be the largest DIY retailer in Europe 
measured both by sales and profitability. On a combined 
pro-forma basis. Its turnover for the year ended 
31 December 1997 was approximately Ffr34 billion 
(£ 3-6 billion ) and operating profit was approximately 
Ftr2L5 billion (£262 million). With more than 430 stores 
and representation in 9 countries, the new group will be 
the third largest DIY retailer in the world. ' 

Because of the strategic Importance of this operation for 
Castorama, which will become the number 1 DIY retailer in 
Europe, the assoctes commandites have agreed to 
structure this merger in the spirit of a joint venture 
partnership between the two groups. 

The main features of the agreement in principle are : 

1) Kingfisher will contribute 100 % of the share capital of 
its subsidiary B&Q to Castorama. In consideration. 
Kingfisher will receive 54.6 % of the fully diluted 
enlarged capital (after taking into account the exercise 
of all outstanding Castorama share options and the 
conversion of outstanding Castorama convertible loan 
stock). The voting rights attaching to these shares wiH 
be limited to 50 % for a period of at least two and a half 
years from completion of the transaction. 

2) Castorama Dubois Investissements will remain a 
“sodete en commandite par actions” and remain quoted 
on the Paris bourse. 

3) To ensure equality in the control of the group, halt of the 
commandites and management board members will 
represent the Castorama group and the other half will 
represent the Kingfisher group. Castorama and 
Kingfisher will each be represented by six members in 
the commandite. Kingfisher member's rights will match 
those belonging to the existing Castorama members of 
the commandite. In the case that the commandite 
structure is replaced, Kingfisher and, collectively, the 
existing members of the commandite shall each receive 
ordinary shares equal to 1 .5 % of the capital of the 
group. 

4) The enlarged group will be managed by the “Conseil de 
Gd ranee” (management board) and will be headed by 
Jean Hugues Loyez. 

5) The chairman of the assemble des commandites will 
be Sir Geoffrey Mulcahy 

6) Jean-Hugues Loyez and Sir Geoffrey Mulcahy will form 
an integration committee which will be responsible for 


proposing solutions to significant issues that arise as 
the conseil de gdrance. In addition, Jean hugues Loyez 
will be elected as a member of the Board of Kingfisher. 

7) Mr Christian Dubois, founder of the Castorama group, 
wifi continue as President of the Conseil de Surveillance 
of the enlarged group. 

8) At the end of the period of two and a half years. 
Kingfisher will have the option to end the principle of 
equal management representation. Kingfisher’s voting 
rights will then rise from 50% to 54.6% and will also be 
entitled to a casting vote within the assemble de 
commanditds. If Kingfisher exercises this right, it will 
launch an all cash offer for the outstanding share capital 
of Castorama that it does not already own. The 
management will continue as described above until 
Kingfisher exercises their option. 

The merger will be executed following the completion 
of the following outstanding matters : 

1) Finalisation of legal agreements and documentation ; 

2) Satisfactory outcome of financial and legal due diligence ; 

3) Approvals and clearances from the competition 
authorities ; 

4) Approvals of the final terms of the transaction by the 
shareholders of Castorama and of Kingfisher. 

The planned merger brings together the retail DIY 
concepts which have each demonstrated leadership in 
their respective markets, ft should enable faster growth to 
be achieved by bringing together the skills and culture of 
these two domestic market leadens. 

The transaction will give Castorama shareholders a direct 
interest in the UK leader in DiY retail. Over the last four 
years, the turnover of B&Q has grown at 12.9% p.a. and 
its operating profit has grown by 25.5 % p.a. over the same 
period. In the year ended 31 January 1998, B&Q’s sales 
were £1,752 million and its operating profit was 
£162 million. In the first half of 1998/9, B&Q sales were 
£996 million (10 % ahead of the same period in the 
previous year) and its operating profit was £ 86 million 
(+19.3%). 

In the first half of 1998. Castorama's sales were 
Ffr 9,538 million (c. £1.000 million) (+18 %) and its 
operating profit was Ff463 million (c. £49 million) 
(+ 34 %). 

The proposed merger should be beneficial for Castorama 
shareholders reflecting both the merger terms and the 
opportunities for synergies and profit improvement It fits 
closely with the development strategy adopted by the 
group over many years and achieves its objectives of 
consolidating its leadership position in Europe. 


A document containing detailed Information win soon be siAmitted to the Commission ties Operations de Bowse (~COBl with a view to 
having It registered and made available for shareholders following publication of the notice of shareholders extraordinary general 
meeting, which wiH be held before 31 December 1998. 

CASTORAMA - Investors Relations - 59175 TEMPLEMARS - Tel. : (33) 03 20 16 75 11 
Internet : http://www.castorama.fr 


CP Pokphand 
loses $17.1m 


By Ted Bardacfce 
In Bangkok 

CP Pokphand. the Hong 
Kong-listed arm of Thai- 
land's giant CP Group, said 
yesterday that it lost 
US$17. Im in the first half of 
1996, compared with a profit 
of$UL2m a year ago. 

In C hina , where CP Group 
was once the single largest 
foreign investor, the com- 
pany suffered a 822.9m loss, 
against a profit of S16.3m 
last year. 

Hong Kong losses deep- 
ened from $3.7m in the first 
half of 1997 to 87.5m. 

Thailand began to recover 
substantially, contributing 
gains of $12.5m, compared 
with a profit of 83.7m last 
time. 

Nearly all divisions suf- 
fered losses, including the 
core agribusiness operations, 
which lost $4.6m in the six- 
month period, compared 
with a profit of 817-3m a year 
ago. 

The company partially 
blamed the chicken flu out- 
break in Hong Kong and 
Gooding in China for the 
poor results. 

Only manufacturing man- 
aged to report a profit con- 
tributing 815,000, compared 
with a loss of 8332,000 a year 
ago. 

Retailing, trading and 
property operations all 
reported losses, while reve- 
nues fell 53 per cent from 
8883m to $830.7m. 


This year, the company 
convinced holders of about 
81 00m in floating rate notes 
not to call in that paper 
early after warning that it 
would be unable to meet 
such obligations. 

Since then, the CP Group, 
for which CP Pokphand 
often acts as a financial 
clearing bouse, has 
embarked on a big restruct- 
uring programme, shedding 
assets in China and slowing 
the pace of property develop- 
ment in Shanghai. 

In Thailand. CP Group's 
core feedmill business is 
being consolidated into one 
listed entity, while the com- 
pany has sold parts of its 
consumer and petrol busi- 
ness. 

It is also seeking new 
investors and a debt 
restructuring deal for Tele- 
comAsia. its telecommunica- 
tions company. 

Sumet Jiaravanon, CP 
Pokphand president and 
brother of CP Group chair- 
man Dhanin Cheara variant, 
said that in spite of 
the announced losses 
the restructuring plans 
were beginning to bear 
fruit. 

“If these half-year results 
are compared with the whole 
of last year's results, one can 
see that the company is 
actually making real prog- 
ress. and that its policy or 
focusing on its core busi- 
nesses will pay off in the 
long run." he said. 


NEWS DIGEST 


KOREA 




New Kia Motors auction 
to be held by mid-October 

South Korea yesterday said it would hoW what it promised 
would be the final auction for the insolvent Wa motor 
group by mid-October. Two previous attempts were 
aborted this month because of demands for bigger dobt 

write-offs by bidders. . 

The auction's organisers have invited Ford and oeiwai 
Motors of the US and Korea’s three remaining carmakers. 
Hyundai, Daewoo and Samsung, to submit bids by Octo- 
ber 12 with a decision to be announced a week later. 

Bidders wili be required to submit a combined minimum 
price of Wonl.lOObn (5795m) for Kia Motors and its com- 
mercial vehicle division. Asia Motors, but organisers said 
they would be flexible on debt write-off demands. This 
may include asking bidders to state the size of the write- 
offs they desire on Kia's total debt of at least 
Won12.000bn. Creditor banks had earlier offered to elimi- 
nate Won2.900bn in debt, but this was considered inade- 
quate by bidders. . . 

Hyundai. Daewoo and Samsung have participated in the 
two previous auctions, while Ford dropped out of the sec- 
ond round because of Kia’s large debts. After expressing 
initial interest. GM decided not to submit any bids in the 
earlier auctions. John Burton, Seoul 

SRI LANKA 

McDonald’s to open next month 

McDonald’s, the US fast food giant, will open its first Sri 
Lankan frantfoise in mid-October. In August last year 
Abans Restaurant Systems entered into a 20-year fran- 
chise agreement to manage and run the McDonald's chain 
in Sri Lanka. The first phase of the operation, in Colombo, 
is estimated to cost 53m, with plans for more restaurants 
in the outskirts of the capital that are expected to take five 
years and cost an additional $9m. 

Unlike in India, where McDonald’s franchises are the 
only ones in foe world with no beef on the menu, Sn Lan- 
kans will be offered foe standard menu with the exception 
of pork. Two other US fast food chains, Kentucky Fried 
Chicken and Pizza Hut. started operations in Sri Lanka 
three years ago. McDonald’s has nearly 20.000 restaurants 
in more than 95 countries. AP-DJ, Colombo 


RETAIL 

Daiei warns of first-half loss 

Daiei. Japan's largest supermarket operator, warned yes- 
terday that foe restructuring and the deterioration of the 
domestic economy would force it Into foe red this term. 

Hie warning of losses, of Y9B3m (S7.2m) on a parent 
basis compared with Y1.5bn in net profits in the first half 
of last year, is considerably lower than earlier forecasts. In 
April, Daiei expected net earnings of Y500m. The group, 
which suspended its half-year dividend, did not release a 
sales forecast for this year. Last year, Daiei made a Y13 
dividend payment and had planned to pay Y5 per share 
this term. 

The group’s efforts to shed unprofitable assets and 
close stores in Japan have been stymied by the sharp 
decline in land and stock values amid foe economic crisis 
in foe region. Alexandra H^mey, Tokyo _ 


Speculation rages over PLDT 

Telecoms group faces an uncertain future, writes Tony Tassell 


PLDT . 

StaraprtatpBSOS} 


M anila's financial com- 
munity has been 
gripped over the past 
three weeks by speculation 
of a wrangle for control of 
Philippine Long Distance 
Telecoms, the country's 
dominant telecoms provider, 
involving pivotal members 
of the business and political 
establishment. 

Such speculation about a 
company is for from unusual 
in the Philippines but ana- 
lysts say for once there 
could be some substance 
behind the many theories 
and scenarios circulating in 
the boardrooms and trading 
floors. 

Brokers say there is a sig- 
nificant prospect that one of 
the Philippines’ prime corpo- 
rate assets could he taken 
over by an international 
company or slip back into 
the control of former cronies 
of the late president Ferd- 
inand Marcos. 

The key trigger for the 
speculation has been PLDTs 
plan to become the first Phil- 
ippine corporate company to 
propose to introduce a “poi- 
son pill” into its articles of 
association to ward off a 
takeover. 

The move was widely seen 
as an. attempt by Antonio 
Cojuangco. PLDT president 
to shore up his tenuous con- 


trol of the company after the- 
election of the new Estrada 
government 

Analysts said Mr Coju- 
angco, a member of a lead- 
ing Filipino business 
dynasty, had relied heavily 
on previous governments for 
support to retain control as 
he holds only a minority 
indirect stake in the com- 
pany. They said the planned 
introduction of the “poison 
pill”, which is being chal- 
lenged by minority share- 
holders, indicated that the 
threat to Cojuangco’s control 
may come sooner than later. 

Potential candidates jos- 
tling for PLDT include key 
business and political figures 
along with a host of interna- 
tional companies including 
First Pacific. Cable and 
Wireless. American Insur- 
ance Group (A1G) and Tele- 
fonica. although the Spanish 
company has officially 
denied interest. 

The local press suggests 
the foreign companies may 
be forming competing alli- 
ances to hid for PLDT with 
two influential local figures 
- Gregorio Araneta, a 
son-in-law of the late dicta- 
tor Ferdinand Marcos, and 
Manuel Zamora, the brother 
of the Philippine executive 
secretary and former Marcos 
lawyer, Ronald Zamora. 


The reports have also spec- 
ulated that Eduardo Coju- 
angco. an estranged uncle of 
the PLDT president and for- 
mer crony of Marcos, may 
play a “white knight” role 
for PLDT using his political 
influence as chairman of the 
political party of Joseph 
Estrada, the Philippine presi- 
dent. 

PLDT is vulnerable 
because of its open share- 
holding structure. Antonio 
Cojuangco’s family controls 
Philippine Telecommunica- 
tions Investment (PTIC) 
which in turn holds just 203 
per cent of PLDT. However, 
a 46 per cent stake in PTIC is 
subject to an ownership dis- 
pute, sequestered by a gov- 
ernment commission set up 
to retrieve ill-gotten wealth 
under the Marcos regime. 

Analysts said Mr Coju- 
angco bad been able to 
retain management control 
of PLDT with the support of 
two government bodies, the 
Social Security System <SSS1 
and the Government Service 
Insurance (GSIS) which is 
believed to hold a stake of 
2-3 per cent in the company. 

The SSS fuelled specula- 
tion surrounding the com- 
pany last week when it 
announced it had raised its 
stake in PLDT from about 7 
per cent to 10 per cent, trig- 
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gering rumours it was 
increasing its bolding to sell 
on to another party. In the 
past few days, the rumour 
mill has focused on First 
Pacific as the buyer. 

Most of the rest of the 
shareholding is held by a 
range of investors with 35 
per cent of the equity in the 
form of American Depository 
Receipts. Brokers say foreign 
investors had expressed 
strong opposition to the 
planned poison pill clause 
and may be looking to 
reduce holdings. 

Analysts say there is still 
some scepticism about the 
rumours of wrangle For con- 
trol of PLDT. but it is caus- 
ing violent share price 
swings in a company which 
accounts for 11 per cent of 
the market capitalisation of 
the Philippines Stock 
Exchange, dragging the rest 
of the market with it. 
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U.S. $150,000,000 

Credit Suisse First Boston (International) AG 

Junior Guaranteed 
Undated Floating Rate Notes 

Guaranteed on a subordinated basis 
as to payment of principal and interest by 

Credit Suisse First Boston (International) AG 


Interest Rate 
Interest Period 

Interest Amount due 
30th December 1998 
per U.S. S 5,000 Note 
per U.S. 5100,000 Note 


5.4375% per annum 

30th September 1998 
30th December 1998 


U.S. S 68.72 
U.S. $1,374.48 


Credit Suisse First Boston (Europe) Ltd. 

Agent 
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COMPANIES & FINANCE: THE AMERICAS 


TYRES US GROUP POINTS TO 'UNFAVOURABLE ECONOMIC CLIMATE' IN ASIA AND LATIN AMERICA 


Profit warning hits Goodyear shares 


By HBddTaft 
in Chicago - 


Shares in Goodyear Tire & 
Rubber, one of the weald's 
three big tyre manufactur- 
ers. slumped almost 7 per 
cent yesterday morning as it 
became the latest big US 
company to warn of a profits 
shortfall in the upcoming 
third-quarter earnings sea- 
son. 

Goodyear blamed several 
factors for the lower-than-ex- 
pected result, saying the 
“unfavourable economic and 
financial environment** in 
both Asia and Latin America 


was partly responsible, as 
was the strength of the US 
dollar. 

There were also one-time 
costs related to the recent 
strike which caused serious 
disruption to production at 
General Motors, the largest 
carmaker in the US, over a 
two-month period. 

Other costs were related to 
the “year 2000” computer 
issue and to changes in 
Goodyear’s North American 
plant operations, such as 
moving them to 7-day work- 
ing. 

In an effort to combat cost 
pressures,. Goodyear said 


that it was accelerating its 
plans to rationalise its 
manufacturing and 
distribution operations 
worldwide and would axe 
about 800 jobs in the third 
quarter itself. 

The company has 
instigated a stream of 
belt-tightening moves over 
recent years, taking out 
thousands of jobs and 
disposing of various 
“non-core" assets. 

The result of these 
measures would be to cut 
profits back to $180m-$190m 
in thw third quarter, against 
8185m a year ago. Goodyear 


said it now expected 
earnings per share to be 
$1.15-81.20 fully diluted, 
compared with $1.16 
previously. It added that the 
third-quarter result would 
benefit from asset sale gains 
of about 20 cents a share. 

Analysts had previously 
expecting earnings of about 
$1.22 a share in the third 
quarter, according to the 
consensus forecasts from 
First Hall- By lunchtime, 
shares in the tyre group had 
slipped $3£, to SSlft, having 
already tumbled from a hi gh 
of more than 875 earlier thic 
year. 


In the first six months of 
1998, Goodyear reported a 
profits increase, with 
earnings per share up by 
almost 8 per cent 
However, signs of 
problems began to mount 
when the company 
announced a sales shortfall 
in the second quarter and 
said total revenues had 
slipped to $3.Ibn, compared 
with $&3bn a year earlier. 

At that stage, it put much 
of the blame on the strong 
US dollar, difficult economic 
conditions in some regions 
and the effect of the GM 
strikes. 


Accounting change eats 
into Cendant earnings 


By Richard waters in New York 

An accounting change 
required by the Securities 
and Exchange Commission 
will eat further into earning 
at Cendant, the US franchis- 
ing and direct marketing 
company reported yesterday. 

Cendant revealed the 
accounting change the day 
after Arthur Levitt, SEC 
chairman launched a cam- 
paign to try to stamp out the 
spread of accounting abuses 
among us companies. 

News of the Cendant 

accounting nTtang w ramg {q 

the company’s long-awaited 
annual report restating its 
gamings since 1995 in the 
light of what it called 
“accounting irregularities 
and errors” at the former 
CUC International, which 
merged with HFS to form 
Cendant a year ago. 

Those alleged frauds left 
the company with a restated 
loss of 8217m for 1997. or 27 
cents- a share, compared 
with the or 6 cents a 
share, it originally reported. 

The impact of the enforced 
accounting change was a 
small part of this, and would 
cat 7-9 cents a share from 
earnings thin year, Cendant 
said. 



Arthur Levitt: in campaign to 
stop accounting abuses AP 

However, the move repre- 
sents the latest sign of the 
more aggressive approach 
that the SEC has promised. 
On Monday, America Online 
filed its own long-delayed 
annual report for 1997, 
including an adjustment 
required by the securities 
regulators. 

hi Cendanfs case, the 
change represented a more 
cautious approach to report- 
ing revenues from new mem- 
bers who sign up for its 
shopping clubs. In the past, 
revenues were taken in the 
same year as the expenses 
associated with acquiring 


the new members: to future, 
revenues will not be 
reported until the following 
year, when the new mem- 
bers can not get refunds. 

Cendant said that, while 
eating into earnings this 
year, the change would have 
a beneficial impact next 
year, since it plans to cut its 
spending on acquiring new 
members in 1999. 

AOL. for its part, agreed 
with the SEC to reduce the 
size of a merger-related 
ch a rge it had taken 
to write off the cost of ongo- 
ing research and develop- 
ment at two companies It 

had a cqniraH 

The premature recognition 
of revenues and the write-off 
of so-called “in process 
RAD” are two of five areas of 
accounting that Mr Levitt 
singled out on Monday as 
common abuses that 
threaten to dilute the quality 
of US corporate reporting. 

He alan chi glad out the U SP 

of so-called “big bath" 
restructuring charges, the 
creation of “cookie jar” 
reserves, that companies can 
dip into to bolster profits in 
times of need, and the abuse 
of the materiality test to 
keep important Information 
from shareholders. 


Levi Strauss 
shuts six plants 


By Richard Tomkins in New 
York and Hefl Buckley 
in Brussels 


Levi Strauss, hit by 
shrinking demand for its 
trademark Levi’s jeans, yes- 
terday announced plans to 
close four factories in 
Europe and two in the US 
with the loss of more than 
2^00 jobs. 

The moves come less than 
a year after the company 
responded to its plummeting 
market share by announcing 
the closure of 11 US factories 
with the loss of (L3S5 jobs. 

Yesterday, the company 
proposed dosing three facto- 
ries in Belgium with the loss 
of 931 jobs, one in northern 
France with 530 jobs going 
and the arming of 100 Euro- 
pean office jobs. 

In the US, two finishing 
factories will dose to Texas, 
with the loss of 990 jobs. 

Levi has struggled for sev- 
eral years to counter declin- 
ing sales of its traditional 
five-pocket jeans, caused 
largely by its failure to cap- 
ture the teenage market. 

While the brand remained 
popular with ageing baby- 
boomers, Levi did not 
respond to fashions for wide- 
legged and baggy jeans. 


Yesterday, Levi said Euro- 
pean demand had been hit 
by a dedining European 
youth population - set to fall 
5 per cent by 2005. 

It also cited an increased 
demand for non-denim prod- 
ucts. the Intrusion into its 
market of “own-label” 
brands and other competi- 
tors. and a shift in spending 
from clothes to other areas. 

Levi said it had explored 
all alternatives to the clo- 
sure plans, and was discuss- 
ing them with its European 
works councils to find ways 
to alleviate their impact 

Carl von Buskirk, presi- 
dent of Levi Strauss Europe, 
said the group had reduced 
working time and manufac- 
turing capacity by reorganis- 
ing work schedules. 

The Belgian dosores pro- 
voked political protests yes- 
terday. They are another 
blow to Flanders, little more 
than a year after Renault 
the French carmaker, closed 
an assembly plant at Vil- 
voorde with the loss of 3,100 
jobs. 

Both Elio Di Rupc, Belgian 
deputy prime minister, and 
Eric Van Roznpuy. Flemish 
regional economy minister, 
demanded meetings with Mr 
von Buskirk. 


Turmoil blunts Gillette’s product launch 


By Victoria Griffith to Boston ' 

Shares in GDlette fell more 
than 5 per cent in morning 
trading yesterday, as news 
of the shaving equipment 
maker’s dismal third quarter 
hit the market 

Late on Monday, the group 
announced it would cut 11 
per cent of its workforce and 
take a 8535m pre-tax charge 
in a substantial reorganisa- 
tion. 

As the crisis in emerging 
markets worsened over the 
past few months, investors 
became wary of Gillette. 


Even before yesterday's 
decline, its share price had 
fallen more than 33 per cent 
since its July peak. That 
compares with an II per 
cent drop in the Dow Jones 
Industrial average over the 
same period. 

Investors seemed to have 
been caught off-guard by the 
extent of the damage to prof- 
its in the third quarter. How- 
ever, Al Zeienu chairman, 
has pointed, to savings of 
about $200m a year once the 
restructuring is complete. 

He believes the crisis in 
emerging markets will yield 


opportunities for Gillette to 
prpand ftg presence, as com- 
petitors go out of business or 
up for sale. 

Mr Zeien also compared 
the profit impact of Gillette’s 
new generation of men’s 
razors - the MachS - to that 
of the previous product 
upgrade, the Sensor, In 1990. 
The last time Gillette saw a 
downturn in quarterly prof- 
its was just after the intro- 
duction of the Sensor, as 
inventory and marketing 
expenses put pressure on 
earnings. The company 
quickly recovered, he said. 


However. Machs has been 

far mirr p PTpensi vp to make 

than the Sensor, costing 
about $lbn in manufacturing 
upgrades and marketing. 

Also. Gillette is facing 
some problems that may 
take some time to resolve. 
“This is not a one quarter 
downturn,” said Tony Vento, 
an analyst at the securities 
firm Edward Jones. Turmoil 
in developing nations - 
which account for about 20 
pa- cent of sales - is expec- 
ted to continue. 

While MachS is performing 
well in the US and Europe, it 


is questionable whether it 
win prove strong enough in 
other countries to lift the 
company out of its troubles. 

“Gillette is pushing prod- 
ucts in very mature mar- 
kets.” said one analyst. 
“MachS is a good one, but to 
the end it’s just a blade cut- 
ting stubble. There’s also the 
question of how much Gil- 
lette can boost its market 
share. It’s already the domi- 
nant player in most markets. 
It’s just not a convincing 
case." 

See Obsannr 


Canadian 
energy set 
for more 
mergers 

By Edward AHen in Toronto 


The depressed state of oil 
and gas stocks in the Cana- 
dian oil sector has set the 
stage for a new round of 
mergers and acquisitions as 
companies with stronger bal 
ance sheets try to gobble up 
their weaker competitors. 

Canadian 98 Energy, one 
of the country's largest gas 
producers. yesterday 
appointed takeover specialist 
JJ*. Bryan as its new chair- 
man. Mr Bryan, a former 
head of Gulf Canada 
Resources, said Canadian 88 
was planning an aggressive 
acquisition campaign. 

He said Canadian 88 had a 
strong balance sheet, with 
debt of just 1.5 times next 
year's anticipated cash Dow. 

The company planned to 
focus on gas acquisitions, 
where share prices have 
been knocked down even 
though gas prices have been 
stronger than oil prices and 
have better prospects for 
near-term increases, he said. 

“There is a lot of depres- 
sion to prices and asset val- 
ues in Canada today." Mr 
Bryan said. “I think it’s a 
wonderful opportunity to be 
buying.” 

Alberta Energy Company- 
last month highlighted the 
opportunities in the 
depressed oil sector when it 
mounted a C$7 50m, or C$7 a 
share, hostile takeover bid 
for Amber Energy, a junior 
exploration company. 

Amber's board of directors 
yesterday unanimously 
urged shareholders to reject 
that bid, calling it “an oppor- 
tunistic attempt" to take 
advantage of the sharp drop 
in Amber’s share price. 

The Amber board argued 
that AEC’s hid represented 
less than half of the nearly 
C$l.7bn in present value of 
proven and probable oil and 
gas reserves at Amber’s Peli- 
can Lake field. 

Amber shares were at 
C$4 £5 at the time of the bid, 
down from a 52-week high of 
C$27.25. The stock, which 
rose sharpl>' after the hid. 
was' trading at C$7.35 mid- 
day yesterday, up 5 cents. 

Mr Bryan was head of Gulf 
Canada Resources, the oil 
and gas company, from 1994 
until last year, when he left 
because oT conflicts with its 
board. 

He took Gulf on an acqui- 
sition spree that included 
MannvUle Oil & Gas, Penn- 
zoil Canada, Clyde 
Resources and Stampeder 
Explorations, in the process 
tripling Gulfs stock price. 
But he left the company 
with more than C$2bn in 
debt, most of it long-term, 
and the new management at 
Gulf has been selling some 
of those assets to bring debt 
down. 


NEWS DIGEST 
TELECOMS EQUIPMENT 

Nortel in warning over 
lower revenue growth 

Nortel Networks yesterday became the latest 
telecommunications equipment manufacturer to warn that 
revenue growth would be lower than expected this year 
and next. Earlier this month Nortel rivals Philips and 
Alcatel. Dutch and French telecoms equipment companies 
respectively, issued similar cautions, citing the financial cri- 
ses in Asia and Russia. 

Investors responded by pishing the Canadian compa- 
ny's share price down 12 per cent, or C$7.40, to C$54.30 
before trading was halted at midday. 

Wes Scott, Norte! chief financial officer, told an analysts' 
meeting in New York that revenue growth would be lower 
than expected for the next two quarters and into 1999. 
according to Rob MacLedan. an analyst whose firm 
attended the meeting. Nortel had predicted its recent 
US$7bn acquisition of Bay Networks, the US data net- 
working equipment manufacturer, would dilute profits in 
the fourth quarter but would be accretive in 1999. Ana- 
lysts, however, were concerned that Nortel paid too much 
for the US group. 

Scott Morrison and Ted Alden, Toronto 

AEROSPACE 

Embraer in partnership talks 

Embraer. the Brazilian aircraft manufacturer privatised in 
1994, is in talks with foreign manufacturers about a possi- 
ble partnership involving the sale of a minority stake. 

Carlos Leoni Siqueira, managing director of Bozano 
Simonsen, the Brazilian investment bank which holds 
29.97 per cent of Embraer's voting stock, said talks had 
been held with Dassault of France, Saab of Sweden and 
Boeing and Raytheon of the US. 

The bank said there was no truth to reports last week 
that it was preparing to sell its stake and pass control to a 
foreign group. It continued to be “very satisfied” with its 
investment in Embraer, which reported first-half profits of 
R$47.2m (US$39. 8m) and is on course to complete its first 
full year in profit since 1989. Its Unwound since privatisa- 
tion is based on the success of Its regional passenger jets. 
Outstanding orders and options are worth about 
US$4.5bn. Industry sources say a deal with a foreign man- 
ufacturer could allow Embraer to expand its military divi- 
sion. Jonathan Wheatley, S5o Paulo 

AVIATION SERVICES 


AMR plans disposals 

AMR. parent of American Airlines, the second biggest US 
carrier, has hired investment bankers to find buyers for the 
companies making up its AMR Global Sendees unit, which 
provides aviation services for about 200 airlines at 65 air- 
ports and other locations around the world. AMR said it 
wanted to focus on its core airline and related technology 
businesses. 

AMR hopes to sell the businesses in the first quarter of 
next year. It said it had no plans to change the ownership 
of its core businesses, comprising American Airlines and 
American Eagle; Sabre, its computer reservation system 
and information technology division; and the remaining 
businesses in its management services group, including 
Airline Management Services and AMR Investment Ser- 
vices. Richard Tomkins, New York 


CHEMICALS 


Rhodia to sell Brazil unit 

Rhodia, the French chemicals group majority-owned by 
RhOne-Poulenc, is preparing the sale of a Brazflian subsid- 
iary, Rhodia-Ster, which is South America’s biggest sup- 
plier of PET resins used in the manufacture of plastic bot- 
tles for soft drinks and food oils. No value has been.put on 
the sale but it is understood to be about $250m. i aat year, 
Rhodia-Ster made a loss of RSI 55m (US$131 m) on turn- 
over of RS383m. The sale is part of Rhon e-Poulenc’s 
worldwide move out of polyesters to concentrate on Its 
core chemicals activities, which will account for 95 per 
cent of group sales. Jonathan Wheatley 
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CONTRACTS & TENDERS 


COMUNE DI ROMA 
DJPARTIMENTO ID 

The Comune di Roma hereby announces a public contest through private bids, 
according to Art. 89 of Reg. Contabilitk Generate dello State no. 827/24, for the 
allocation in concession of the management of the council property complex 
called “Casina ValaxEer", situated in the public park of Villa Borgbese - Pfocio 
area, to be used for restaurant and entertainment activities, as well as for cultural 
and social events. 

The s tr u ct ur al and functional restoration of the budding - protected under Laws 
1497/39 and 1089/39 - must exploit its foil potential and characteristics, as 
foreseen in the specifications, and roost importantly, the quality of the services 
offered within die complex must be compatible with the prestigious nature of both 
the building and its environmental context 

Price at auction ITL ! ,300,000.000 as die corresponding annual amount of the 
administrative concession foreseen for a period of 12 years. 

For deadlines and application details, please refer to the call for bids and 
regulations which can be consulted both at the Albo Pretori o (Lgo Carrado Ricci 
44 - Rome) from 9am to 12pm. Monday to Saturday, as well as at the 
Diparimento 111 (Longotevee Cend S - Rome) and at the district offices from 
9am to 12pm, Monday to Friday. The deadline for the presentation of offers is 
12pm on 26/10/98. 

The call for bids was published in die Official Gazette of foe Italian Republic on 
17/9/98 and was sent to the Office of Official Publications of the European 
Community on 14/9/98. 

The Director 
DotLssa LZambrini 


NOTICE TO BONDHOLDERS 

Notice to Holders of the 

£100,000,000 6 per cent 

Guaranteed Exchangeable Bonds due 1998 

tssuad by 

Phoenix International Finance Limited 

uncondWonafy guaranteed by 

Grupo Torras, S 

(famriy known as Torm Honench.SA) 

NOTICE IS GVB't by The Law Dtbamurvlhsc Corporation pi^.(xha 
“Trust**") as Trustee for the holders (the *l!ondhokfonn of the 
tlOCMXXUXO 6 per cent. Guaranteed Exchwttbfe Bonds due t998 
{the “Bonds') issued by Fheni btcn ari or a l Rnaoee Limited (the 
T*iu«0 md uncondWonaHy gusrsnteed by Grupo Torres. SA, (the 
“Gummor"). Worth »d tu prreions dieted in the Terms and 
CondUons of the Bonds and In the Searh? Agreement indTrat Deed 
dated I3di Jute 1968 (the "That Deed") hwni die bares the 
Gtanraor and the Trustee u* t uto ring the Bonds Here the amt 
meaning* where used in thb Nodes. 

Bondholders wU be awira that in December, 1992 the Guinmor was 
placed in a su sp e n sion of paym an o pursuant to Spanish iraolvency bw 
and chat rtcafcen of die Corsttor were appointed by the SpvVrfi 
CoumThoTrustee was advised dan die receiver of the Guarantor 
recognised the Trustees cMm in the Re ce iver sh ip cf £S3A42AOO. 
Bondholders wSI abo be aware that on 12th October. 1993, the Grand 
Court of the Gyman Istands appointed G. fames Oeaver. Chartered 
Accounanc of PO Bate 5 10, George Imm, Grind Caymen as Official 
liquidator of dta Issuer 

• our Nodoe so Bondholders dated d«h August. 1 99S an 
an IldiA 


i was made m BonffioWeni on Nth August 1995, 
fe fcwHng our nodee dated 21st Ju^. 1997 a second dbtrfcudon was 
made on 28th Judy 1 997. and foBowig a further notice dned30tfi 
janusy 1998 a third dbt r ixnlon was made on 6th February 199& 

The Dwee has' received a faurxh and final dutrflwOon from the 
re c eiver of the Guarantor tot ali ng C8J83327J0 and b consequently 
now Ins position to place the P rinc ipa l Plying Aynt In fands to make s 
flred py m ertt to Bondiolderi.Accortlktgl]r (I) those Bondholders who 
- fame e a e n d s e d the BondhoUers' redemption option in GomBdon 9(c) 
(the 7 k Option") In respect of their Bonds say present the reedpa 
tewed in respect of their Bonds and those Bondholders who have 

not emrdsed the Put Opdott nojr present theft- Bonds, ei eeefa case to 
srar Pajrtag Agent to receive the peyment referred to below on or after 
7th October 1998. BonAoldera pre s entftig recedes for p^ me nt wfl 
receive a payment of per Bond repr esen te d by a receipt. 

Bondholders presen ting Bonds far prame nt wtB receive e payment of 
££79.42 per Bond. 

Bonds and Coupons not already pre sente d for redemption fa 
accordance wkn Clause 9(c) of tne Terms and Connors of (ha Bonds 
wS becarte void unless presented wftfiin twi yore 2 nd fhm yaan 
ratpeetivali after the Relfeint Date, as defined fa Pause 12 of the 
Terms and C on d f aom of the Bands. 

TRUSTEE 

The Law Debenture Treat Corpor ati on ale. 

Prims House, 95 Gresham Screes London K2V7IY 
FAYING AGENT, EXCHANGE AGENT AND TRANSFER 
AGENT 
Citibank NJL, 

Btftfng 726. B- 1 931. Brutarpo, Belgium 
PftINCteAL MYING AGENT, REGISTRAR, EXCHANGE 
AGHrt AND TRANSFER AGENT 
Citibank NJL, 

5 Cfc-meBfe Street, London EC4Y OftS 
RATING AGENTS 

gs n qu t Ferfcea (Lmt ombom ) fLA. Serbs Bank Corporation 
IQA Boulevard Royal Aeschenvonadt No. I 

L-2093 Luxembourg G-M0O2 Basie 


Global Agency andlnirt Same**, 
OdbnfcNA. London 

Dsnut 30th September 1998 
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Where tan you find comprehensive 
information on all Unit Trusts and 
0EICS in the UK? 

FT UNIT TRUST & 0 EICS v£AS 3 CCX ! v 98 

contains ali the information you need to make 
the right decision on where to invest your 
client's funds. This indispensable source of 
information includes: 


w 


income performanc e erf dl unit trusb 
over 1997, by sedor [Offer to Offer 
and Offer to Bid tables), plus fuB bust 
records for tfte lost ten years 
Analysis of the underlying investments 
of each unit bust, by geography and by 
major holding 

Listing of hush offering PEPs, regular 
saving schemes, shore exchange schemes, 
monthly income plans ond switching discounts 
A definitive guide to management groups 
Table of groups in order of: 

■ size of funds under management 

■ p er cen tag e share of die industry 
Directory of named fund managers 
Directory of bud name chonges and mergers 
Oratory of offshore fends reoo^ised by rfw SB. 
includes afl new OBCs set up in 1 997/1 998 
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COMPANIES & FINANCE: EUROPE 


XING COMPANY CHIEFS ATTEMPT TO BOOST STAFF MORALE OVER INTERNAL INQUIRY INTO US INVESTMENT LOSSES 


BS awaits outcome of hedge fund probe 


& ■ By William Hall in Zurich and 
Cby Karris hi London 

The two top executives at 
UBS yesterday moved to 
shore up morale at the 
embattled bank as Switzer* 
land's chief hanking regula- 
tor questioned its risk man- 
agement and controls. 

Mathis Cabiallavetta and 
Marcel Ospel, chairman and 
chief executive respectively, 
told staff they would be 
Informed by the end of the 
week of the outcome of an 


internal inquiry into (IBS’s 
disastrous foray into a US 
hedge fund. 

UBS last week said it 
would take a SFr950m 
(9682m) charge relating to its 
exposure to Long-Term Capi- 
tal Management, which 
included an options deal and 
an equity investment. 

Acknowledging “deeply 
disturbing 1 * losses, Mr 
Cabiallavetta and Mr Ospel 
urged staff to “face custom- 
ers with reassurance if they 
contact you”. They said 


“intensive investigations 
were under way” before last 
week's announcement. 

Daniel ZuberbOhler, direc- 
tor of the Federal Banking 
Commission, said meanwhile 
that the LTCM losses raised 
further questions about the 
“weakness in the risk man- 
agement and controls at UBS 
which we had already 
detected at the old UBS”. 

The size of the losses pres- 
ented no threat to the bank’s 
depositors, but it raised seri- 
ous questions “about how a 


bank of this size could get 
into these sorts of prob- 
lems”. he said. 

Mr Zuberbuhler said he 
would publish the results of 
his latest investigation into 
UBS's ill-fated involvement 
with LTCM. In July, the 
commission published a 
report identifying flaws in 
UBS's risk management 
after last year’s SFr625m 
losses on global equity deriv- 
atives. 

The commission yesterday 
formally established a new 


division to supervise the 
global activities of CBS and 
Credit Suisse, in light of con- 
cerns they have grown too 
big to be regulated like the 
rest of Switzerland's 400odd 
banks. 

UBS shares, which were 
SFT419 ahead of last week's 
LTCM announcement, 
dropped nearly 7 per cent to 
SFr3l5. UBS's market value 
has fallen by SFr20bn in four 
days. 

Pictet & Cie, the Geneva 
private bank, said the stock 


market's faith not just in 
CBS, but in the entire bank- 
ing sector a$ a whole had 
been shaken in the past few 

days and it would take some 

time for confidence to be 
rebuilt. 

Pictet cut its estimate for 
UBS’s 1998 net income from 
SFr5.4bn to SFr&9bn. Recent 
events had dented the credi- 
bility of UBS’s policy on dis- 
closure of information and It 
would take more than a few 
months to “restore its 
image”. 


Alitalia surges 83% as 
recovery continues 


By Jones Blitz in Rome 


Alitalia, the I talian national 
carrier, yesterday showed 
further signs of the turn- 
round which started eight 
months ago, with an 83 per 
cent increase in underlying 
first-half profits. 

The group, which is still 53 
per cent owned by the Ital- 
ian government, said operat- 
ing profits rose from L254bn 
to L559bn ($336mj. 

The company, which 
appears to be enjoying 
improved fortunes under 
Domenico Cempella, the 
chief executive who took 
over two years ago. said a 
range of factors had contrib- 
uted. Principal among these 
was a new sales strategy 
which concentrates on 
attracting business passen- 
gers, and the effect of pro- 
grammes that aim to reduce 
staff and production costs. 

There was also a drop In 


fuel prices over the period 
and lower financial charges 
because of lower market 
interest rates and the decline 
in the group’s debt. 

Consolidated net profit 
after tax and exceptional 
Items in the Gist six months 
was LI52bn, compared with 
LI 44b n. When exceptional 
items and taxes are taken 
into account, the profit 
comes in at L243bn, against 
L40bn. 

Last year's Interim profits 
put the state-owned Alitalia 
back in the black for the 
first time in a decade. Mir 
Cempella, who has spent his 
entire career at the com- 
pany. is thought to have 
helped the recovery of two 
companies within the group 
- Alitalia Team and Alitalia 
Express - which set stan- 
dards for the rest of the 
organisation. 

The group is also benefit- 
ing from a capital injection 


from IRI. the state holding 
company, of L2.750bn. 
approved by Brussels. 

Alitalia’s board yesterday 
stressed that its three-year 
Industrial strategy would 
not be hurt by problems 
besetting the Italian govern- 
ment and its plans for the 
formal opening of Malpensa 
airport in Milan next month. 

It said a dispute between 
Rome and Brussels would 
“not have any negative 
impact” on the strategy. 

The government had 
intended to open a large new 
hub at Malpensa on October 
25, with a range of European 
airlines moving to the new 
airport from nearby Linate. 

However, the size of the 
hub is set to be temporarily 
scaled down after Brussels 
demanded that Alitalia’s 
European rivals should con- 
tinue to operate from linate, 
which has better road and 
rail links. 



Domenico Cempella: at the helm while fortunes have Improved 


Olivetti signals recovery 
with lower first-half loss 


By Jamas Blitz bi Rome 


Olivetti, the Italian 
information technology and 
telecommunications group, 
said yesterday it had nar- 
rowed its pretax loss for the 
first half of this year, to 
L89bn ($53m), from L334bn 
in the same period of 1997. 

In a further sign of the 
company's recovery, consoli- 
dated revenues rose 58.8 per 
cent to L2,903bn. That 
included for the first time 


Omnitel, its mobile phone 
subsidiary, but excluded 
Olsy, which was sold to 
Wang in March. 

The group, which is focus- 
ing on telecommunications, 
said it expected to post a 
consolidated net profit for 
the lull year. 

Olivetti said its unproved 
performance was helped by a 
149 per cent increase in reve- 
nues from OmniteL Italy's 
second mobile phone 
licensee, to Ll,680bn in the 


first six months. It said 
Omnitel had 4.7m subscrib- 
ers at September 10. 

Olivetti’s board also 
announced it would launch a 
tender offer to acquire all of 
the shares in Tecnost, a com- 
pany active in specialised 
technology systems, of 
which Olivetti owns 50.1 per 
cent The tender offer, to be 
made at a price of L5.400 per 
share, would lead to a total 
cash outflow of LL62bn. 


Ericsson director 
to step down 


CANAL+ 


1998 INTERIM RESULTS 


I G4NAI+, Europe's leading paytelevision group, sod on September 24th, 1998 that fe Board 
of Directors, chaired by Pierre Lescure, had dosed the consolidated accounts for fhe first 
six months of 1998. 


Highlights of the accounts were as follows: 
(FRF rnffirons) 


1st half 
1998 


1st half 
1997 


Total revenues 

Operating income 

Net interest income (expense) 

losses of companies accounted for by the equity method 

7,690 

299 

120 

(420} 

6,286 

4 77 

67 

(163) 

Net income (loss) before exceptional items 
and amortization of goodwill 

(131| 

185 

Exceptional income (expense), net of tax 

4 

(12) 

Consolidated net income (loss} after minority interests 

fi75i 

137 

EBITDA 

1,201 

1,281 


Main changes in the scope of consolidation in relation to first-half 199 7: the NefHold companies 
were consolidated over the full six-month period as opposed to only three months in 1997 and 
NC Num4ric6ble was fully consolidated based on the CANAL+ Group's 100% interest whereas 
in 1997, it was only 20%-ovwied and was accounted for by the equity method. 

■ Consolidated revenues rose 22.3% in fhe first half of 1998. On a comparable consolidation 
basis, the increase was 12.4%. This growth was primarily attributable to CANALSATFLUTE 's 
excellent marketing results in Prance during the period, with a record number of new 
subscriptions, and an above-target marketing performance from the premium channel. 

■ Operating income amounted to FRF 299 million. This item reflects the consolidation over the 
fuB six months of the channels in Benelux and the Nordic countries; as well as the consolidation 
for fhe first time of the NC NumdricdbJe French cable network. It also indudes exceptional 
program costs related to the French premium channel's coverage of the World Cup an event 
that considerably strengthened new subscriptions and subscriber fayofty. 

■ Net interest income rose sharply reflecting a significant increase in dividends received from 
Havas, which totaled FRF 149 million versus FRF 32 million in First-half 1997 

I The increase in losses from companies accounted for by the equity method stemmed from 
international development initiatives, especially in Spam and Italy where the Group's digSal 
services are very papular. The commercial success of CANAi+'s investments in this area 
have made the Group Europe's leading digital television provider, with a total portfolio of 
two mi/ffon digital subscribers, of which more than one million in France. 

I Net exceptional income indudes CANAi+'s additional 45% share of the losses of TELE+, 
which is cfass/fied under exceptional because CANAI+ intends to sell this stake to new 
investors. This charge is offset by the capital gain on the sale of virtually all of CANAi+'s 
interest in Havas. 

I The Group ended first-half 1998 with a consolidated net loss after minority interests of 
FRF 1 75 million. Excluding exceptional items and amortization of goodwill, this represented a 
loss of FRF 131 million. 

I Consolidated cosh flow totaled FRF 1,091 million, substantially unchanged from first-half 1997, 
and net debt stood at FRF 8,990 million. B<duding the FRF 2,220 million worth of bonds 
exchangeable for Mediaset shares and the FRF 2,865 milfon due in 1998 in connection with 
the divestment of Premiere, consolidated net debt amounted to FRF 3,905 million, white conso- 
lidated shareholders’ equity stood at FRF 10,108 million. 

I In light of the changes m the scope of conso/idotibn and substantial investments in digital tele- 
vision, the fuB-year net loss before exceptional and goodwill amortization is expected to be 
dose ta thof recorded in 1997, ot around FRF 650 million. This is in Bne with the three-year 
plan established by the Group,- fhe plan's profitability targets have been confirmed. Various 
exceptional items should make a significant positive contribution to net income hr the period. 


By Tim Burt in Stockholm 

Ericsson, the Swedish 
telecommunications group, 
yesterday announced the 
departure of a senior divi- 
sional director whose job is 
expected to disappear in a 
forthcoming restructuring. 

The company, d.ue to 
unveil a comprehensive 
overhaul next month, said 
Anders Igel had decided to 
step down as head of the 
Infocom Systems, the divi- 
sion responsible for network 
operations and public 
switching systems. 

The division - along with 
Ericsson’s mobile systems 
arm and the mobile pbones 
and terminals business - is 
to be replaced by a new 
matrix organisation focused 
on three customer segments: 
network operators, private 
consumers and commercial 
enterprises. 

Mr Igel. who has spent 20 
years at Ericsson, is the sec- 
ond senior executive to sub- 


mit his resignation in the 
past six weeks. 

Last month Bo Hedfors, a 
30-year Ericsson veteran, 
defected as head of the 
group's North American 
operations to join arch-rival 
Motorola of the US. 

Yesterday, however, Mr 
Igel said his decision did not 
reflect any dissatisfaction or 
unease at the proposed 
restructuring. “I believe 
there is a need for a change 
within the company, the 
market has changed signifi- 
cantly." he said. “There 
needs to be more conver- 
gence between fixed and 
mobile systems.” 

Ericsson stressed that his 
departure would not lead to 
any relaxation in the ongo- 
ing restructuring of Infocom. 
where the workforce has 
been cut by 15,000 over the 
past two years. A further 
5,000 jobs are expected to go 
in the coining 12 months - 
reducing the divisional 
workforce to 35.000. 


Swedish bank lifts 
Hansapank stake 


By Thn Burt in Stockhoftn 

FOreningsSparbanken, the 
Swedish lender, yesterday 
lifted its stake in Hansa- 
pank. Estonia’s largest bank, 
to almost 50 per cent after 
buying out a minority stake 
held by Swedish rival SEB. 

SEB, formerly known as 
Skandinaviska Enskilda 
Banken, has sold its 18 per 
cent stake in Hansapank to 
FOreningsSparbanken for an 
undisclosed sum, although it 
confirmed it would make a 
one-off gain of SKr200m 
($25. 5m) on the transaction. 

The move ends several 
week s of wrangling between 
SEB and F5ren.ingsSpa.rban- 
ken, which have been com- 
peting to increase their pres- 
ence In the Baltic region. 

By acquiring SEB’s stake, 
FOreningsSparbanken will 


lift its Hansapank presence 
to just over 48 per cent. 

Yesterday, however, the 
Swedish bank said it 
intended to hold no more 
than 35 per cent of the Esto- 
nian lender in the longer 
term, and hoped to place 
some of the shares with 
other institutional investors. 

FOreningsSparbanken also 
re-affirmed plans to under- 
write a EKrl.4bn (3105m) 
rights issue to increase Han- 
sapank’s bank's share capi- 
tal. ‘T foresee a development 
similar to what we have 
started through alliances in 

Finland, Norway and Ice- 
land,” said Reinhold Geijer, 
chief executive of Ffirenings- 
Sparbanken. 

FOreningsSparbanken 
Inherited its stake in the 
Estonian lender this sum- 
mer. 


Portfolio 
revamp 
continues 
at Philips 

By Gordon Cramb in Amster da m 


Philips, the Dutch 
electronics group, yesterday 
continued the revamp of its 
product portfolio by agreeing 
the sale of part of its compo- 
nents activities for a price 
believed to be around FI Ibn 
(SSOOm). 

At the same time, it com- 
mitted some FI 700m to a 
long-awaited microchip 
plant choosing Singapore as 
the location. The wafer fabri- 
cation facility, costing 
US$1 -2bn in an, wffi be built 
in partnership with its 
Taiwan Semiconductor asso- 
ciate and Singapore's state 
Economic Development 
Board. 

"Our projections show that 
by the time this new facility 
comes on stream late in the 
year 2000, the market for 
logic chips will be strong,' 
Philips said. The group's 
semiconductor business con- 
centrates on devices used in 
specific products, like mobile 
phones. It said margins on 
these remained respectable 
in the face of a glut in com- 
modity memory chips. 

The buyer is Compass 
Partners International, a 
newly established private 
equity fund with offices in 
London and New York. This 
is the first significant trans- 
action for Compass, in which 
John dark, ex-chief execu- 
tive of BET. the UK indus- 
trial group, has joined forces 
with investment bankers for- 
merly with Morgan Stanley 
of the US and the Bahrain- 
based Investcorp. 

Philips is known to have 
sought a financial rather 
than an industry purchaser 
in order to protect its access 
to the output of the unit, 
which Compass has under- 
taken not to sell for two 
years. 

The passive components 
operation, one of the world's 
largest in its segment, has 
plants in the Netherlands, 
Belgium, Germany and Aus- 
tria as well as in the Ameri- 
cas and Asia. Although 
financial details were not 
disclosed, it is believed to be 
profitable, attracting a price 
roughly equivalent to Its 
nearly FI ibn in annual 
sales. 

The Singapore wafer plant 
represents the end of a 
protracted assessment of 
possible sites by Philips. The 
Dutch group will have 48 per 
cent of the equity in the ven- 
ture. with Taiwan Semicon- 
ductor holding 32 per cent 
and the island state the 
remainder. About 40 per cent 
of the total funding needed 
would be raised through 
loans, indicated Arthur van 
der Poel, who heads Philips 
Semiconductors. 

Full capacity would be 
reached by 2003. Philips’ 
newest facility, in the Dutch 
dty Nijmegen, had reached 
break-even with about half 
Its final capacity installed 
after starting in June 1996, 
he added. 

Philips completed its 
$800m tender offer yesterday 
for ATL Ultrasound, a US 
maker of medical diagnostic 
systems. Together with the 
semiconductor deal it marks 
return to investment in 
facilities after two years of 
cuts and closures. 
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NEWS DIGEST 


RETAIL 


Vendex shares slip as 
rival KBB bid emerges 

Shares in Vendex, the Dutch stores group, sfipped nearly 5 
per cent yesterday after the ernerg*^ 8 rf a Fi i A 2 bn 
CS960m) rival bid approach for KBB, the cham with which n 
has spent more than seven months planning a merger. 

KBB. operator of the Bfjenkorf department s!Qfe f_ 

Hema mass-market outlets, saw Its shares jump almost 9 
per cent They closed F1 12.60 higher at F1 155 Wtowmg 
an announcement by the privately owned WE International 
that it was willing to pay FI 160-F1 165 a share. The nse 
came in spite of a statement by KBB which, though 
acknowledging tt had held discussions with WE at the sh- 
ot's request, said further talks were "not in the interest of 
the company”. Vendex, whose stock was down Ft 3.70 at 
Fl 72.50, is offering F1 145 a share and. in the repeated 
words of Jan-Michiei Hessefct, its chairman, “not a cent 
more". But in a statement required under Dutch merger 
rules, Vendex said last night that it was “now deliberating 
on the situation which has developed". 

The VEB, the Dutch shareholders' association, maintains 
the Vendex offer inadequately reflects KBB’s property 
holdings and business prospects. It claims to speak for up 
to 40 per cent of KBB equity. . . 

WE operates 260 clothing stores and hows minority 
investments in other retailers, including 5 per cent of KBB. 
Its Intervention comes ahead of a final ruling on the Ven- 
dex bid by Dutch competition authorities, due next week. 
Gordon Crarab, Amsterdam 

STEEL 


Arbed expects ‘vintage year’ 

Arbed, Europe's biggest maker of raw steel, predicted 
1998 would be a "vintage year" in spite of the deteriorat- 
ing world outlook for steel, as it reported a threefold 
Increase in first-half net profits from LFr1.79bn to 
LFr5.74bn (SI 66m). The Luxembourg-based group said the 
improvement was largely due to its acquisition last year of 
a 35 per cent stake in Aceralia. the Spanish steelmaker 
formerly known as CSI. whose results were consolidated 
for the first time. 

But, echoing groups such as Hoogovens of the Nether- 
lands. it warned that steel prices were likely to come under 
pressure in the second half, following the financial crises in 
Asia and Russia. Fernand Wagner, chief executive, said 
the EU and US markets remained stable in spite of down- 
turns elsewhere. But he said the steel market would suffer 
from “distortions of competition" after currency devalua- 
tions in Asia, partiadarty in South Korea. He warned that 
companies in those countries were continuing to produce 
in spite of a severe decline in consumption, leading to the 
possibility of dumping on European markets. Steel imparts 
to the EU were up 73 per cent, he added. 

Arbed's turnover jumped from LFr127.9bn to 
LFr221.9bn, with gross operating profits more than dou- 
bling from LFr11.3bn to LFr25.7bn. Crude steel production 
increased 65 per cent, from 6.2m tonnes to 102m tonnes, 
including Aceralia. Earnings per share more than tripled 
from LFr203 to LFr640. NeO Buckley, Brussels 


INSURANCE 


GAN reveals new structure 

GAN, the newly privatised French insurance company, 
yesterday announced a sweeping restructuring to refocus 
activities on insurance. The new structure will revolve 
around five profit centres - such as general insurance, 
brokerage, life insurance - each responsible for its 
resources and results. GAN said the shift was a “major 
cultural change" and would make it more “flexible and 
dynamic”. GAN and Groupama, which acquired the insurer 
from the French government in July, will continue to oper- 
ate separate product lines and sales networks. Synergies 
and economies of scale will only be sought in asset man- 
agement, international expansion and some specialised 
activities. Samer Iskandar, Paris 


SOUTH AFRICA 

Sasol drops AECI bid 

Sasol, the South African synthetic fuel and petrochemicals 
group, yesterday abandonned its takeover bid for AECI, 
the chemicals and explosives company controlled by 
Anglo American Industrial Corporation, because of what it 
called "unacceptable" conditions imposed by the Competi- 
tion Board. 

On Monday, the Board said the deal - already agreed 
by Amic - should only proceed if it excluded the fertiliser 
and explosives businesses of AECI. Sasol said the acquisi- 
tion could only be justified If it led to rationalisation and 
economies of scale in those two sectors. “The Competi- 
tion Board finding makes the realising of such synergies 
impossible and renders the acquisition of AECI by Sasol 
not economically justifiable." Sasol said. 

Recent falls in share prices on the Johannesburg Stock 
Exchange have also undermined the logic of the deal. 
Sasol offered R30 for each AECI share four months ago, 
but AECI closed yesterday at R11.25, down a further 12 
per cent after dropping 47 per cent on Monday. Sasol 
shares rose 45 cents yesterday to R27.45. 

Victor Mallet, Johannesburg 
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Saurer warns as orders fall 

Shares of Saurer, one of the world's biggest textile 
machinery makers, fell 15 per cent to SFr760 yesterday 
after ft warned of a sharp fall in orders owing to the flnan- 
cjal crises in Russia and Asia. The company plans to cut 
700 jobs over the next six months. Textile machinery 
orders fell 25 per cent to SFr728m ($ 523 m). In the first 
«ght months of 1998 and orders on hand tell by more 
thana third to SFr302m. Net profits in the first eight 
months of 1996 rose 41 per cent to SFrgQm, helped by 
strong financial profits. Wlffiam Hall, Zurich 
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The FT can help you read] 
additional business renters in 
France. Our link uitfi tbe French 
busmess newspaper, Les Echos, 
gives you a unique recruitment 
advertising oppammily to 
capitalise On the FTs European 
readership and to further target 
ibe French business world. 
For informal iao on rates and 
farther details please telephone: 

Toby Findcfl-CrotL on 
+44 171 8734027 


EURO FREIGHT CAR FINANCE SJ L 

1998-1 ^ " Secured Hosting Rate Notes due 2016 
1998,1 Cbss ** Scored Floating Rate Notes due 20 16 
Euro 35,000,000 Series 1998-1 Class B Secured Floating Rate Notes due 2016 

Balance as of September 30. 1998 



Note Principal 
Payment 

Principal Amount 

Outstanding 

Redemption 

Premium 

Aggregate 
Principe Amount 
Outstanding 

GbssAI 

3,771.16498889 

96,228-83501111 

n/a 

86,605.951.51 
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issued m the UK by Kteinwort Benson Limited, 
regulated by SFA. 

Member of the Dresdner Bank Group. 
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COMPANIES & FINANCE: INTERNATIONAL^ . _ 

CEMENT INDONESIAN GOVERNMENT ACCEPTS SI 14.6m OFFER FROM MEXICAN PRODUCER T 


Cemex acquires stake in Semen Gresik 


NEWS DIGEST 


Br Sander Thornes In Jakarta 
andHmyJrfcfcs in Mexico City 

Indonesia's government 
yesterday accepted a $U4.6m 
offer by Cemex, the Mexican 
cement company, for a 
minority stake in Semen 
Gresik, a partially privatised 
cement min 

The announcement 
marked the first sale in two 
years of government shares 
but returns were well below 
expectation. Most other pri- 
vatisations have been stal- 
led, leaving Indonesia far 
short of the $1.5bn it 


hoped to raise from 12 such 
sales < this year. 

Hefdelberger Zemen of 
Germany, Holderbank of 
Switzerland and Lafarge 
Asia Pacific of France regis- 
tered for the tender but 
declined to make any coun- 
terbids after Indonesia first 
declared Cemex the pre- 
ferred bidder and then 
reduced the sale from 35 to 
14 per cent. 

Cemex offered Jii4.6m. or 
$1.38 a share, similar to its 
original bid for 35 per cent 
but without the additional 
investments it had pledged. 


Cemex shares were down 
about 2 per cent in Mexico in 
early trade yesterday, 
reflecting concerns that the 
bid was too high. 

Gresik shares are cur- 
rently trading at mare than 
half the price Cemex paid for 
them, and analysts said the 
premium was only justified 
if the Indonesian govern- 
ment allowed Cemex to 
increase its stake to a major- 
ity within three years. '' 

“Cemex is stuck with a 
minority stake that it could 
have bought In the market 
for 60 cents a share. I think 


they should have bid lower 
given the uncertainty," said 
Gordon Lee, a cement ana- 
lyst at Deatsche Bank Secu- 
rities in Mexico City. 

Last week, Cemex said it 
had the right of first refusal 
to buy the Indonesian gov- 
ernment's remaining shares 
within three years at today's 
purchase price plus &2 per 
cent per year. 

“We welcome the finalisa : 
tion of this process and are 
pleased to be an investor In 
Indonesia's future," Lorenzo 
Zambrano, Cemex ehairpian . 
said. The Indonesian govern- 


ment last month suddenly 
dropped plans to sell a 
majority stake in Gresik 
after two small and peaceful 
protests against foreign own- 
ership at two mill sites. 

Gresik reported Rp 145.1 bn 
(Jl3.4m) in net profits far the 
1998 first half, .. against 
Rp87.4bn In 1997. despite 
Rp21bn in foreign exchange 
losses and Rpi42.5bn in 
interest expenses. Sales rose 
84 per cent to fi.p961.8bn 
while competitor sales 
slowed due to the economic 
crisis. Sales are expected to 
fall in the second hall. 


Cemex has said it hoped to 
use Gresik as a scarce for 
the Steal cement plant In the 
Philippines, In which it 
bought a 30 par cent .stake 
last year. - The slump in 
ctaoand in Asia has forced 
Gresik to run at. 55 per cent 
of its 02,7m tonnes, capacity.. 

Javier Bofarull president 
of Cemex Asia, has said he 
expected Gresik to seO only 
8m tonnes domestically this 
year but he expected an 
annual growth of more than 
6 per- cent, for Indonesia’s 
domestic market once the 
economy picked up. 


DaimlerChrysler meets on staff 


By Haig Smwnfan In Paris 

Daimler-Benz and Chrysler * 
will identify the 250 manag- 
ers expected to run the' 
merged group after their 
deal closes in mid-Novem- 
ber. 

Preliminary selection of 
DaimlerChrysler's execu- 
tives below boardroom level 
began at a meeting of the - 
two companies' boards in - 
Stuttgart on Saturday. 

The process will be 
cemented by a meeting of 
the top 300 staff in early 
December to discuss strat- 
egy, culture and long-term 
targets- In the interim, work 
will accelerate on identifying 
big cost savings. 

Jflrgen Schrempp, 
Daimler-Benz chairman, said 
the two companies bad set 
up 98 “issue teams” to iden- 
tify and implement savings. 
The teams, of four and six 
senior staff, are drawn 
equally from Daimler-Benz 
and Chrysler executives. 

Their recommendations 
would be put to the Chair- 
men's Integration Board - 
the top management level of 
DaimlerChrysler. 

Mr Schrempp, at the Paris 
motor show, said the board 
would decide whether to 
implement the suggestions, 
set a timetable and monitor 
progress. The suggestions 
“will have a quantifiable 
impact on the bottom line”, 
he said. 

Mr Schrempp said some of 
the teams had already made 
preliminary recommenda- 



Century bold: Chrysler shows its concept car at the 100th Parts motor show 


tions. However, for legal rea- 
sons, implementation bad to 
wait until closure. “By the 
time of closing, we will have 
set up everything,” be said. 

Recommendations made so 
far confirm Daimler-Benz’s 
dominant role in areas, such 
as advanced engineering 
technology, where it has tra- 
ditionally spent heavily. 
However. Bob Eaton, Chrys- 
ler chairman, said his com- 
pany would dominate in 
some technologies, such as 
electric vehicles, where it 
had “pockets of excellence". 

According to the prelimi- 
nary plans. Daimler-Benz 
vehicles would generally be 


the first to introduce new 
technology to its vehicles. 

Both men stressed product 
development would continue 
independently, with no 
shared platforms. “However, 
we will be sharing engines 
and components of all 
types,” said Mr Eaton. 

In the short term, one of 
the quickest benefits would 
come in the combination of 
the financial services arms 
of the two groups, he said. 

• Peugeotrdtroen of France 
and Ford of the US yester- 
day announced plans to 
develop jointly a family of 
small diesel engines, writes 
David Owen In Paris. The 


. move, a new example of proj- 
ect-by-project co-operation 
between leading interna- 
tional carmakers, was 
described by Jean-Martin 
Folz, Peugeot-Citro§n chair- 
man. as “our response to the 
challenge of globalisation". 

The estimated FFr2bn 
($355m) cost of the project, 
which has a targeted devel- 
opment time of two-and-a- 
balf years, will be shared. 

The new engine will be 
produced in the Douvrin 
plant in France and will 
replace the so-called TUD 
engines currently used for 
the small Peugeot 106 and 
Citroen Saxo models. 


Metra blames 
Asian crisis for 
falling profits 


By Tim Burt Ui Stockholm 

Metra. the Finnish 
engineering, ceramics and 
steel group, yesterday 
warned that market turmoil 
in Asia and cost overruns 
would undermine profits this 
year at Wdrtslia NSD. its 
largest division. 

The company has 
launched a cost-cutting 
study, which is likely to 
I result in several hundred job 
losses at Wartslia NSD. one 
of the world's leading suppli- 
ers of Industrial diesel 
engines. 

“We are in discussions 
with unions and employee 
representative about possi- 
ble redundancies in Sweden, 
the Netherlands. Switzerland 
and France," said Sven Ber- 
Hiin, head of manufacturing 
at W&rtslli NSD. 

The division relies on Asia 
for about 40 per cent of its 
sales. 

Mr Berdlin said demand 
had collapsed in Indonesia, 
its largest single market, 
where sales in the first four 
months of this year fell 
below FM20m ($3 ,9m), com- 
pared with full-year turnover 
of FM783m in 1907. 

Senior Metra officials 
emphasised, however, that 
the problems would not 


ITALY 


Parmalat to postpone 
L1,000bn capital increase 

Parmalat, the acquisitive Kalian food group, yesterday 
postponed a controversial LI.OOQbn ($6Q2m) capital 
. increase due to turbulence in world financial markets. The 
company -, which lifted first-half- pre-tax profits 36 per ce* 11 
to L227bn on a 43.5 per cent increase in group revenues 
to L4.582bn, said it had no current need for fresh fu nds. 

The planned capital increase had come under fire from 
■ financial "analysts because it invofved only non-voting 
savings shares. Paul Betts, MDan 

FINANCIAL REGULATION 


affect Us proposed three-way 
demerger, planned for mid- 
1999. 

Under that proposal, Wflrt- 
Siia NSD and Metre's finance 
activities are to become a 
single diesel and gas. engine 
company listed on the Hel- 
sinki stock exchange. Sani- 
tec,' Metre's bathroom prod- 
ucts company, and its 
Imatra Steel division will be 
quoted separately. 

The company said those 
two divisions were trading 
in line with forecasts. It pre- 
dicted, moreover, that its 
full year profits would be 
enhanced by a capital gain 
on shares sold in Assa 
Abloy. the Swedish security 
equipment company. 

Further details of the 
restructuring are expected to ! 
be announced next m onth. 

Of the likely redundancies, 
some 200 jobs will go at 
WartsQS. NSD's manufactur- 
ing plant In southern Swe- 
den as production is moved 
to the Netherlands. 

Farther job losses are also 
expected at four sites - two 
in France and two in the UK 
- operated by the joint ven- 
ture company Cummins 
Wdrtsiia Engines. 

Metre's most commonly 
traded B shares fell FM0.50 
to’FMlOL . 


Analysts agree ethics code 

International associations of financial analysts have agreed 
on a code of ethics and professional standards, designed 
to “enhance the credibility of investment professionals 
throughout the world”. It has been developed by a task 
force of the International Council of Investment Associa- 
tions, a body that brings together analysts from the US, 
Europe, Asia, Latin America and elsewhere. 

Launching the code at this week's congress of the Euro- 
pean analysts' federation in Brussels, David Damanl. presi- 
dent, said that at a time when regulators were becoming 
more and more involved in the Investment industry it was 
Important for the profession to set standards of its own. 
The code is not mandatory, however. Barry Riley 


BROADCASTING 


Mediaset rises 14.5% midway 

Mediaset, the Italian television group controlled by Fin- 
invest, the holding company of former Italian prime minis- 
ter Silvio Berlusconi, reported a 14.5 per cent rise in first- 
half pre-tax profits to Lfi70bn ($403m) on a 13.1 per cent 
increase In consolidated net revenues to LI ,982bn. 

The media group, currently in talks to form a European 
television alliance with Germany's Kirch group and Rupert 
Murdoch's News Corp> said advertising revenues for the 
first nine months of the year were 11.5 per cent higher 
than those of the same period last year. Paul Betts 


INFORMATION SERVICES 


China Internet in Taiwan deal 

A Hong Kong-based internet firm majority-owned by Chi- 
na's official Xinhua news agency said yesterday it had 
clinched its first commercial deal with Taiwan's official 
Central News Agency (CNA). 

China Internet about 60 per cent owned by Xinhua, said 
it would repackage, promote and sell real-time business 
news from CNA, via the internet to subscribers in main- 
land China and Hong Kong. 

Internet users win be able to subscribe to the product 
via China Internet's websites. Beijing regards Taiwan as a 
renegade province that must be brought under its rule, 
putting the two frequently at odds. China Internet hailed 
the deal as providing an information link between Taiwan 
and the mainland. Reuters, Hong Kong 


EUROPE FINANCE ET INDUSTRIE 

THE NO. I INITIAL PUBLIC OFFERINGS ADVISER IN FRANCE 
J7 AVENUE DES CHAMPS ELY5&ES F-7SM8 PARIS 
TELEPHONE: +13 1 S3 M 74 00/ FACSIMILE: +53 1 43 59 53 82 

Net profit for fiscal period ended March 31 1998 mine months):FF122 millions 

The Annual General Meeting of ihe shareholders of the Company, which was held on Jnly 17 1998, 
approved the accounts for the nine month period ended March 3 1 1998 

Financial Results 

The turnover for die nine month period ended March 31 1998 was FF49.8 millions compared with FF40.0 
millions for the twelve month period ended June 30 1997 fan increase of 25 percent as of March 31 1998 
and of 49.5 percent for the comparable period). The net after tax profit for the period ended March 31 1998 
was FF12.2 millions compared to FFS.O millions for the period ended June 30 1997, an increase of 52.5 
percent 
Dividend 

The dividend approved by the Annual General Meeting, and paid on August 31 1998, was FF27.00 net per 
share, together with a tax credit of FF 13.50, compared with FF20.00 and FFI0.00 respectively. 

Projections 

In the period from January 1 1 998 through September 15 1 998. Europe Finance et Industrie completed 33 
Initial Public Offerings on the Paris Stock Exchange compared with 30 introductions carried out in the full 
twelve months ended December 13 1997. A further 45 introductions are already in hand for the period 
between September 15 and December 30 1998 and others are in negotiation. Between now and the end of 
the calendar year 1998. the market share of European Finance et Industrie should approach 50 percent of 
all Initial Public Offerings effected on the three compartments of the Paris Stock Exchange dedicated to 
small capitalisation companies (Second March£. Nouveau March£ and Marchd Libre). 

The Company is thus well placed to maintain the acceleration in its growth and prospects and in particular 
the development of its activities in Europe. 
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U .5 .$350 ,000,000 

Subordinated Floating Rale Notes Due November 27. 2035 
Notice b hereby given that the Rate of Interest has been fixed at 
5 .475% in respect of the Orignal Notes and 5.5625% In respect of 
the Enfmoement Notes, and that the Interest payable on the 
relevant Interest Payment Date October 30. 1696 against Coupon 
No. 155 In respect of USS 10.000 nominal of the Notes be 
USS45.B3 in respect of the Original Notes and US$46.35 in respect 
of the Enhancement Nates. 

U.S. $500, 000, 000 

Subordinated Floating Rate Notes Due October 25. 2005 
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Global Agency and Trust Services, 
Citibank. N A London 
September 50, 1995. 
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COMPANIES & FINANCE: UK 


PHARMACEUTICALS EARLIEST CLINICAL T RIALS F OR POSSjBLEJTREATMENTS ARE THREEJOFOUR_ YEARS AWAY 

Chiroscience makes 
immune gene discovery 


By Virginia Marsh 

The UK biotechnology sector 
received a boost yesterday 
with the news that Chirosci- 
ence, one of its more suc- 
cessful members, had discov- 
ered the gene that controls 
the human autoimmune sys- 
tem. 

If the discovery can be 
developed into treatments, it 
might be applicable to a 
range of diseases, from can- 
cer to diabetes and allergy. 

“This gene is a virtual ‘off/ 
on switch’ for the immune 
system,” said Robert Jack- 
son. the Cambridge- based 
company’s research director. 

Diseases in which the 
i mm une system must be 
suppressed include rheuma- 
toid arthritis, diabetes, psori- 
asis and allergy. Those 
where it needs to be boosted 
include cancer and Aids. 

The shares, which have 


dropped this year along with 
the out-of-favour sector, rose 
16V ip to 264p, compared with 

a year higb of 356‘,ip. 

“This is undoubtedly an 
interesting discovery but 
nobody yet knows where the 
true value of genomics and 
gene discoveries lies.” said 
Stepben Ewing at Panmure 
Gordon. 

Dr Jackson added that the 
earliest a possible treatment 
arising from the discovery 
might begin clinical trials 
was in three to four years. 

He said Chiroscience 
would almost certainly bring 
in other partners. But John 
Padfield. chief executive of 
the company - which is try- 
ing to position itself as a 
gene discovery to drug devel- 
opment concern - added it 
would continue its research 
and wait until it had “added 
significant value” to its dis- 
covery. 


The gene was identified in 
the “scurfy mouse” - a 
unique strain of mice discov- 
ered half a century ago 
which live for only about 
three weeks because of their 
massive production of the 
cells that trigger immune 
responses. The gene was 
cloned earlier this year 
before Chiroscience identi- 
fied the human version. 
Researchers are now study- 
ing the gene's mwhamgmg 
to determine methods to 
activate or inhibit immune 
responses in humans. 

At research and develop- 
ment presentations yester- 
day, the company also said it 
was close to identifying a 
bone strengthening gene 
that might help develop 
drugs to reverse osteopo- 
rosis. 

Its work in genes had been 
helped by its development of 
new genomic technology 



John Padflekfc research wil continue to add value to the discovery 


which it is to nn mmorplaHai 
as a separate business. 

Its technology greatly 
broadens the scope for track- 
ing DNA molecules, also 
reducing sharply the time 
needed for analysis. The 


group is already performing 
analysis for other companies 
but plans to start selling the 
systems shortly. 

On its work in local anaes- 
thetics, it said it had suc- 
cessfully tested delivery of 


Coca-Cola Beverages 
shares hit by Russia 


Flesh is put on C&W’s 
mobile phone division 


By John woman, 

Consumer Industries Editor 

Shares in Coca-Cola 
Beverages, Coke’s anchor 
bottler for eastern and cen- 
tral Europe, fell 13 per cent 
yesterday after fallout from 
Russia's economic turmoil 
hit sales in Ukraine and 
Belarus. 

The two markets account 
for just S per cent of the 
group's sales, while sales In 
the other 11 markets appear 
to be unaffected. 

However, a warning that 
the full-year results would 
be hit by the Russian crisis 
took the shares down 2l'4p 
to 134p. 

Coca-Cola Beverages was 
floated on the London Stock 
Exchange in July at l60p 
and quickly traded at a pre- 
mium. Yesterday, Neville 
Isdell, chairman, said he had 
always warned the company 


RESULTS 


was a long-term investment 
given the nature of its 
territories. 

“1 said there would be 
bumps on the road ahead, 
and we have reached them 
rather earlier than expec- 
ted," he said. “But this is a 
medium to long-term story 
and we intend to stay the 
course." 

Mr Isdell said the devalua- 
tions in Ukraine and Belarus 
would have a £12m ($20m) 
Impact on the company - 
more if there was a further 
decline in exchange rates. 

However, he had been 
heartened by the decoupling 
of the former Soviet bloc sat- 
ellite countries from the 
economy of the former 
Soviet Union. 

Sales volumes had been up 
8 per cent In the first half of 
the year, with above-average 
growth in Poland and Croa- 
tia, as well as western Euro- 


pean countries such as Italy 
and Switzerland. 

Overall, turnover for the 
half-year to June 26 fell 6.5 
per cent to £569. 6m, with 
exchange-rate volatility 
reducing the sterling figure B 
per cent. After exceptional 
charges of £ 17.4m, the pre- 
tax loss was £2m, against 
pro forma profits of £12-6m. 

The exceptional included 
£15.4m of costs associated 
with the flotation, which 
brought together the eastern 
European interests of Coca- 
Cola Amatil, the Australian 
bottler, with the Italian bot- 
tling operation owned by the ; 
parent company in Atlanta. 
Losses on disposal of fixed 
assets were £2m. 

Earnings per share of OBp 
last year became losses of 
0.74p after exceptional The 
company warned at flotation 
that no dividend was likely 
for several years. 


By Alan Cane 

Cable and Wireless, the UK’s 
second largest communica- 
tions group, sometimes 
resembles a stately home 
undergoing drastic renova- 
tion. Unlock any door and 
chunks of the family jewels 
are likely to be revealed, 
dusty but priceless. 

Mobile telephony makes 
the point The company now 
has mobile operations in 54 
businesses in 33 countries 
but it has yet to be accepted 
as an international partici- 
pant in the cellular business 
in the same way as Air- 
touch. Vodafone or MiUicom. 

It has, nevertheless, 23m 
subscribers worldwide - cal- 
culated in terms of its equity 
holding in each of its mobile 
businesses. 

Turnover to March 31 was 
£1.3bn (£L2bn) while earn- 
ings before interest, tax 


depreciation and amortisa- 
tion came in at ElBSm. 

Subscriber numbers are 
growing 85 per cent year on 
year while turnover is 63 per 
cent up. Capital expenditure, 
at £54lm across the group, is 
48 per cent ahead. 

This is the first time that 
the company has been able 
to draw together and publish 
a financial analysis for the 
mobile group. 

The larger companies 
include Optus, the Austra- 
lian fixed and mobile opera- 
tor in which C&W has a 49 
per cent stake, OneZOne in 
the UK. where it holds 50 per 
cent, HongKong CSL (54 per 
cent) and Ml in Singapore 
(20 per cent). 

Now the task ahead of 
Lisa Gernon. head of C&W 
Mobile, is to pull the group's 
far-flung cellular interests 
together as a coherent 
whole, and to create a com- 


mon identity and global 
brand for the mobile 
operations. 

Key performance indica- 
tors have been established 
for each business and Ms 
Gernon bas instituted 
monthly operational 
reviews. 

Tbe [act remains that 
C&W’s mobile interests do 
not exactly fit tbe criteria of 
Dick Brown, chief executive, 
for a core C&W business. He 
has made it clear the group 
will dispose of any activity 
where C&W has neither a 
controlling interest or sub- 
stantial influence. 

Analysts who attended a 
presentation of the mobile 
line-of-business strategy yes- 
terday were impressed. One 
said: “It was a very positive 
demonstration. There is a lot 
of value in the mobile side of 
C&W." Tbe shares closed up 
at 34p at 584p. 
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By Jonathan "Ford 

One Exchange Square, the 
luxurious London home Df 
the European Bank for 
Reconstruction and Develop- 
ment has been bought by 
British Land in a deal valu- 
ing it at £206m (*338m). 

The deal extends British 
Land’s control of the Broad- 
gate Centre, a 4m sq ft office 
development In the City of 
London near Liverpool 
Street Station, of which One 
Exchange Square forms a 
part. 

It means the property com- 
pany now controls more 
than 2.5m square feet of 
space in the development, 
giving it greater pricing 
power over the level of rents. 

British Land has been a 
leading landlord in the 
Broadgate Centre since 1995, 
when It paid £246. 5m for 
Broadgate Properties, which 
built the development 
between 1967 and 1991 but 
fell into financial difficulties 
during the last recession. 

John Weston-Smith, 


finance director, said the 
group intended to continue 
buying Broadgate properties 
as they became available. 

“We have made no secret 
of our enthusiasm for 
extending our interests 
there." he said- 

British Land is buying a 
999 year lease over One 
Exchange Square from Deut- 
sche Grundbesitz Invest- 
mentgesellcbaft, the German 
property investment group 
controlled by Deutsche 
Bank. DGI bought the build- 
ing from Broadgate Proper- 
ties in 1993 for £170m. 

The building comprises 
385,000 sq ft of office accom- 
modation and bas been let 
by the EBRD since Decem- 
ber 1992 at an annual rent of 
£l4.4m a year. The lease 
runs until 2016 and rents are 
renewable in three years 
time. 

At the time the EBRD first 
occupied the building, there 
was an outcry when it 
became public that the bank 
had spent £55m on interior 
fittings. 


= TIM 


Hepworth may shuffle assets 


TELECOM ITALIA MOBILE S.pJL 

Registered Office In Turin, Via A Bertota n.34 - Secon da ry Office in Rome, Via L. Rizzo n. 22 
Capital stock Lit. 4 1 0203,5 7 1 ,850 fully paid-up 
Entered under N* 2582/VS in the Ordinary Section of the Company Register 
ofTurtnTax ID If 069478900 IS 


1998 SIX MONTH REPORT 

Notice is hereby given that the report of the Board of Directors 
on operations in the first half of 1998 is available to the public and may 
be obtained at the Company’s Registered Office in Turin, Via A.Bertola 
n. 34 (tel. + 39/01 1/S61 1936), at the Secondary Office in Rome, 


By Jonathan Guthrie 

Hepworth yesterday said its 
cost-cutting programme was 
running ahead of schedule 
and that it was considering 
reshuffling its assets. 

The building materials 
group bas already made £5m 
in savings this year at little 
cost, and is optimistic of 
trimming a further £5m by 
2000. It made a £20m provi- 
sion in 1997 to cover the cost 
of the two-year drive to 
reduce overheads by £10m a 
year. 

Jean-Franco is chene, chief 
executive, said: “We have 
got the business in better 
shape. We now have the 


resources to reshape our 
portfolio to get top tine 
growth." 

Hepworth yesterday 
reported interim pre-tax 
profits ahead from £2Llm to 
£3 1.5m ($52. 9m). although 
last time's figure was 
depressed by a £13m loss on 
a disposal and a £5. 9m 
charge for a factory closure. 

Operating profits rose for 
the first time in four years - 
with the figure before excep- 
tional up 18 per cent to 
£30 3m, largely as result of a 
good performance from 
building products. 

This division - which spe- 
cialises in drainage, plumb- 
ing and concrete - increased 


Via L Rizzo n.22 (tel. + 39/06/39002654) and at the Italian Stock Exchange. EXCGptlOHcll ClirbS WBB 


This notice can also be found at die following Internet address; hop'J/www.o'mjt 


By Kichaei Peel 


Watts Blake Beams, the clay 
supplier, is taking legal 
advice over a “misinterpreta- 
tion” of data by independent 
experts that undermined its 
plans to extend a quarry. 

It said yesterday that this 
had led to an exceptional 
first-half cost of £640,000 
rSLOBmi. which depressed 


pre-tax profits for the six 
months to June 30 from 
£5. 47m to £4 .56m on flat 
sales of £50.4 hl 
T he exceptional charge 
related to a scheme to 
exploit untapped reserves in 
Devon of a type of clay noted 
for its ability to hold its 
shape once moulded. This 
property is Important to a 
number of WBB's customers. 


operating profits 63 per cent 
to £10 5m. partly because of 
firmer clay pipes prices in 
Germany. 

Tough market conditions 
pushed operating profits in 
the healing division 15 per 
cent lower to £ 12.4m. Falling 
demand for boilers in Italy 
triggered exports which 
depressed European prices. 

Turnover in the six 
months to June 30 fell 12 per 
cent to £319. 8m. An 
unchanged dividend of 3p is 
payable from earnings per 
share of 8.8p (i.3p). 

SG Securities, the broker, 
forecasts a full-year profit of 
£60m (£11.7m loss). The 
shares rose Bp to 144p. 
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Railtrack/train operators 


300 


250 


inn • 
May IMS 


lidocaine using a hand-held, 
needle-free system developed 
by Powder Ject Pharmaceuti- 
cals. another UK company. 
The product will proceed to 
further Phase n and ID tests 
in the UK and US. 


Train operators should avoid 

Blackpool today. Brickbats RaiQrack 

are bound to fly as the Shoe price rdatwe to BwFT5£ 

Labour conference discusses M-Share Index since (Mahan 

transport, amid mounting 350 

frustration' at train delays. I 

True, it would take a hero* 300 1. 

ically bad performance for a I 

train company to be stripped ^ F 

of its franchise. But the gov- I 

ernment is increasing the mn A l 

ratio of stick to carrot in Tl J 

dealing with operators. Win- J V* 

rung a franchise second time 150 ftfv* 

round could be a lot harder ysT 

for some. What a contrast — : 

with Ralltrack, the privatisa- Mayis® 97 98 

tinn Labour tried hardest to am- catwromw, 
scupper. The company's star 

pupil status is nowhere more apparent than in the dual it 
cut with the government to rescue the Channel Tunnel rati 
link. 

It will be allowed a rate of return at n premium to its cost 
of capital to reflect the construction risk. But revenue risk is 
limited, as the government stands behind the revenues Rail- 
track will receive - at least for the project's first phase. 
Estimates of the present value of this first phase range 
widely, from £500m to £2bn. depending on which combina- 
tion of rate of return, cost of debt, budget 01 or- run and 
construction inflation is fed into models. The figure they alt 
spit out, though, is positive. 

Of course, the political mood music could change. Rail- 
track may get more public flak for late trains. Relations 
with the operators could deteriorate, which would benefit 
neither. For now. though Railtrack seems transformed from 
Labour's bete noire to great white hope. 

Chiroscience 

Investors in biotechnology companies are too bold to be box 
tickers. But if they were looking for a company that passed 
several credibility tests, Chiroscience would be It. Us gene- 
based technology shows promise not only in various thera- 
peutic areas but in drug development itself, through better 
matching of patient and treatment. It has p:irtnerships with 
blue chip companies, a product close to market and a stake 
in a profitmaking business. And with an ex-Glaxo Wellcome 
man at its head, it has made the painful transition from the 
founder phase. True, its most exciting discoveries will take 
several years to get to market - assuming success in trials. 
But £60m in the bank should mean the shares can continue 
their recovery free from fund-raising fears. 


JEA flotation 
plan could be 
postponed 


By Jonathan Ford 

Jersey European Airways, 
the UK regional carrier, is 
set to postpone plans to float 
on the London Stock 
Exchange this autumn 
unless there is a sharp 
improvement in market con- 
ditions. 

It would be the second air- 
line flotation to be delayed 
since August. Parc Group, a 
Dublin-based company pro- 
viding contract pilots to air- 
lines. announced two weeks 
ago it was putting off its 
£35m ($58m) listing. 

Barry Perrott, chief execu- 
tive, said Jersey European 
bad reviewed its plans fol- 
lowing sharp fails in airline 
share prices: “Unless market 
conditions improve dramat- 
ically. we won't float" 

Jersey European had not 
set a date for the listing, 
which was expected to have 
valued it at up to ElOOm. 

Mr Perrott said the post- 
ponement would have no 
impact on investment plans. 
"The only reason we ever 
intended to float was to pro- 
vide liquidity for our largest 
shareholder." 

Jersey European is 70 per 
cent owned by Jack Walker, 
the multi-millionaire busi- 


nessman who also owns 
Blackburn Rovers football 
club. Tm sure Mr Walker 
will be prepared to wait 
until we can get the right 
price," Mr Perrott said. 

Pre-tax profits rose 56 per 
cent to £5 .2m in the year to 
March 31. mainly due to an 
expansion in the services it 
flies under franchise for Air 
France. Turnover increased 
from C9L2m to £135 ,3m. 

Sales on Air France fran- 
chised services rose from 
£8m to £37m, while Jersey 
European branded services 
increased from £86m to 
£S8m. 

The number of passengers 
carried was up 25 per cent to 
1 .Sin- 

Revenue per passenger 
grew 16 per cent to £63.38. 
However, because' of longer 
average journey distances, 
revenue per passenger kilo- 
metre rose by just 9 per cent 

The load factor fell from 64 
to 60 per cent due to the 
Increasing proportion of Air 
France services, which have 
lower load factors. 

Since the year-end. market 
conditions weakened during 
the summer months, Mr Per- 
rott said. However, revenues 
rebounded strongly in Sep- 
tember. 


Cobham may seek 
expansion funds 


By Andrew EdgecSffe-Johnson 

Cobham, tbe in-flight 
refuelling group, may turn 
to shareholders to fond large 
acquisitions as the aerospace 
industry consolidates. 

Gordon Page, chief execu- 
tive, said: “An acquisition of 
£20Qm might be Just a step- 
ping stone. We would not 
have to go to shareholders, 
but we might choose to.” 

He said Cobham was 
talking to both the General 
Electric Company and Brit- 
ish Aerospace about busi- 
nesses which might be sold, 
whether or not GEC and 
BAe merge. Joint ventures 
in continental Europe may 
also be possible. 

The group, which is 
thought to have considered 
buying BTR’s £5i0m aviation 


business, had gearing of 25.9 
per cent at June 30. 

Cobham yesterday 
announced a 20 per cent rise 
in half-year pre-tax profits to 
£30m, on sales IS per cent 
ahead at £192m. The shares, 
which have halved since 
May, rallied 6V a p to 605p on 
news that the order book 
grew from E671m to £722m. 

The results were partly 
overshadowed by news that 
its Westwind subsidiary, 
which makes air bearings for 
printed circuit board dril- 
ling, would report sales £4m 
lower this year because of 
the Asian economic slow- 
down. 

Capital expenditure, 
including investment in a 
new hanger for rebuilding 
RAF Nimrods, rose from 

£4-4m to £13. 9m- 


Forex, Futures, Options 
and Guaranteed Funds 

Telephone + 7 345 945 3100 
Website wwwxfbh.com. 
Facsimile +1 345 945 3199 
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INFORMATION TECHNOLOGY 



ATION TECHNOLOGY INTERNET TRAFFIC TOOLS 



eb miners 
a rich seam 


Alan Stewart samples a rush of software 
to help companies find out how many 
people visit their web sites 



The internet is 
I growing up. Com- 
pany web sites, often 
little more than an elec- 
tronic annual report in the 
early days of the world wide 
web, are becoming an 
extended sales and market- 
ing arm, and potentially a 
powerful way to interact 
with customers, sharehold- 
ers and investors. 

But how can web site oper- 
ators find out how many 
people are visiting their 
sites, how long they are stay- 
ing and what web pages they 
like best? The answer Is to 
use site analysis software, 
which has matured rela- 
tively quickly from an 
obscure offspring of the 
iiiernet industry into an 
established market 

Rick Kreyser, chief execu- 
tive of Accrue, one of the 
leaders in web site tracking 
software, says: “Traffic anal- 
yses is fundamental to doing 
successful business on the 
web. It provides the empiri- 
cal data you need to make a 
web business more effective 
ai{d profitable.” 

Independent analysts 
agree. Juliana Nelson, a 
. senior analyst at Interna- 
tional Data Corporation 
(IDC), the IT market 
researcher, says it is becom- 
ing increasingly important 
for companies to understand 
their web site traffic. Build- 
ing up a detailed picture of 
site activity enables compa- 
nies to target users and to 
build a closer one-to-one 
relationship, she says. 

Just as company web sites 
come in all shapes and sizes, 
so there are different web- 
tracking tools to match. 


Basic site-reporting software 
is aimed at companies with 
low-traffic sites. Some of 
these tools, such as Web- 
Trends’ mdrket-Ieading Log 
Analyser, date back to 
before consumer use of the 
internet exploded in 1904. 
and sell for only a few hun- 
dred dollars. 

At the other end of the 
scale, and costing thousands 
of dollars, are the sophisti- 
cated tools aimed at compa- 
nies with complex, heavily 
used corporate sites. Web- 
Trends recently released 
Server Cluster Add-On, 
which caters for sites run- 
ning on between two and 100 
servers. 

WebTrends' tools read 
data held on log files, which 
record web site activity and 


A plug-in will 
show when audio 
and video files are 
being played 


are produced by web server 
software from companies 
such as Netscape, Microsoft, 
and Sun Microsystems. 

Big users of its log analy- 
sis' tools include AT&T, 
Intel, MCI, Wes tin gho use 
and the US House of Repre- 
sentatives. 

Also aiming at the enter- 
prise end of the market are 
network-based web site 
activity analysers from com- 
panies such as Andromedia. 
Marketwave and Accrue. 
These tools analyse traffic in 
real time. 


They also provide capabili- 
ties such as advanced “web 
mining" techniques to 
manipulate data, and the 
ability to monitor multiple 
servers. 

A fresh addition to Mark- 
etwave ‘s package, for exam- 
ple, is the ability to add 
“plug-in" software to report 
on how audio and video is 
being used by web site visi- 
tors as well as by employees 
using a company’s intranet. 
The plug-in will show when 
audio and video files are 
being played, paused, 
aborted or even fast- 
forwarded. 

Prominent among the 
users of traffic analysers are 
publishers with online ver- 
sions of their newspapers 
and magazines. Both New- 
sweek Interactive and Mer- 
cury Center, the online edi- 
tions of the Washington Post 
and San Jose Mercury News, 
use Accrue's Insight track- 
ing software. 

Chris Coluzzi, Mercury 
Center's software develop- 
ment manager, describes 
using the software as the 
equivalent of a broad focus 
group, where the group is a 
company’s total customer 
base, and the focus is on 
how they interact with its 
site. 

In the UK. Associated New 
Media, the online arm of 
Associated Newspapers, is 
using Andromedia’s Aria 
package on its “This is 
London” information site. 

The software is also used 
on its UKplus UK-specific 
search engine, and on Soc- 
cernet, a football site 
launched in 1995 by a 12- 
year-old boy as an after- 
school project 

Online publishers need to 
provide their advertisers 
with audited “circulation” 
figures. “Advertisers must 
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be certain they are getting 
what they're paying for.” 
says Michael J. Lavery. pres- 
ident of the US Audit 
Bureau of Circulations 
(ABC). 

Marketwave. Accrue, 
net Genesis and Andromedia 
have all adapted their soft- 
ware to support standards 
for independent verification 
of web site traffic. 

These standards have been 
developed by ABC's online 
unit, ABC Interactive, which 
audits web sites, search 
engines, e-mail delivery 
systems, chat rooms and 
internet broadcasters. 

A different type of user is 
Dallas-based InfoMart, which 
rents out space on its web 
site. To let its virtual ten- 
ants know what type of visi- 
tors their web sites are 
receiving, the company uses 
Marketwave’s Hit List traffic 
analysis system. 

InfoMart previously used 
Lotus Notes groupware to 
carry out logging, but the 
process was slow and 
quickly built up large vol- 
umes of data. It says it car- 


ries out site traffic analysis 
mainly to demonstrate to 
companies renting its web 
space how much traffic the 
InfoMart site is generating, 
and also to help plan sales 
and marketing strategies. 

Microsoft has also got in 
on the act with its Site 
Server package for Windows 
NT. As well as analysing 
web site traffic, however, the 
software provides facilities 
for electronic commerce and 
advertisement hosting. 

IDC predicts a strong five- 
year outlook for site analysis 
vendors, as long as they lis- 
ten to what their customers 
want. Venture capitalists 
obviously agree that the sec- 
tor has potential, given their 
willingness to finance its 
growth. 

Accrue added a further 
$7m of venture capital this 
year to its existing $6m. 
Net Genesis, whose custom- 
ers include CBS. Dupont, 
Siemens and the BBC. raised 
$7m in a second round of 
finan cing and Andromedia 
increased its outside invest- 
ment by $10m to $15.7m. 


Graphics group’s 
card turns PCs 
into digital 
movie players 

As Digital Versatfle Disc 
(DVD) players begin to 
replace CD- Rom drives on 
personal computers. PC 
manufacturers and many PC 
owners who upgrade drew 
systems w91 also need a 
specialised graphics plug -in 
card to turn their machines 
into DVD movie players. 

To meet this demand 
Videologic, the UK-based 
high performance graphics 
technology group, has 
launched a low-cost PCI 
add-in card catted DVD 
Player. 

The device, when 
combined with a standard 
graphics card, provides 
high-definition, full-screen 
video with Dolby Digital 
audio even on Pentium 
133hz machines that 
would otherwise be 
too slow. 

The card, which runs 
under Windows 95 or 98. 
can provide video output to 
either a PC monitor or an 
ordinary television set For 
the corporate market 
Videologic ts expected to 
launch a professional version 
of the product that will also 
run under Windows NT early 
next year. 

www.videologic.cam 

Kodak improves 
the image of 
digital cameras 

Early digital cameras aimed 
at the consumer market 
were expensive and unable 
to produce the quality of 
image expected by 
traditional 35mm SLR 
camera users. However, new 
models have solved each of 


those problems. 

Kodak's DC210 Pius zoom 
digital camera costs slightly 
less than £500 and builds on 
the success of its 
predecessor, the DC210. 
while the £900 DC260 
provides 1,536x1,026 pixel 
resolution, a 3x optical zoom 
and a host of “smart” 
features. 

Fuji of Japan has added to 
its digital camera portfolio, 
which includes the 
pocket-sized MX- 7 00. with 
the budget priced DX-8 lor 
£200 and the 1.280x1.024 
pixel MX-500 lor £450. and 
Germany's Agfa group, part 
of Bayer, has launched the 
1,600x1,200 pixel ePhoto 
1680 for £600. 

MGI Software, the 
Canadian software group, 
has launched a redesigned 
photo-editing package called 
MGJ PhotoSutte II which it 
claims is the first of its kind 
to integrate internet browser 
technology. 

The package, at £49.99, is 
designed for beginners and 
advanced users alike. 
www.kodak.com 
www.fufi.co.uk 
www.agfa.co.uk 
www.mgisoft.com 

Pocket-sized 

smartphone 

Alcatel, the French telecoms 
equipment group, has 



Finger on the digital button: 
Fuji's new MX-500 


launched some innovative 
mobile phone products. 

These include the One 
Touch Com which Alcatel 
claims Is the first 
pocket-sized smartphone to 
integrate three services: 

GSM mobBe phone: 
personal organiser, and 
internet e-mail terminal. The 
slim package weighs less 
man 240g. 

The One Touch Com 
features a large graphic 
touch display and stylus pen 
that replaces traditional 
telephone keys. 

Alcatel's other new 
machines include the One 
Touch View with a large 
screen capable of displaying 
75 characters at a time and 
the One Touch Pocket that 
combines a large display, 
built-in vibrator and 
integrated data capability in 
a shirt-pocket sized 
package. 

www.afcafei.com 

Desktop solution 
for mathematics 

Scientists, researchers and 
corporate engineers need 
what Charles Digate, chief 
executive of MathSoft 
International, calls "a core 
environment where they can 
perform all their quantitative 
operations in an individual, 
team or organisation-wide 
setting". Mathcad 8 
Professional, described as 
“the most advanced 
calculation application 
available” in a desktop 
package, is designed to 
meet this need by combining 
maths, visualisation and 
the ability to 
collaborate. 

Mathcad 8 costs £395 
plus VAT, and can be 
ordered online in the UK 
from Adept Science on 
www^deptscience.co.uk. 
wwwjnathsoft.com 

Paul Taylor 


CONTRACTS & TENDERS 


BANK OF CRETE SA. 

1 ANNOUNCING A PUBLIC CALL FOR TENDERS 

FOR THE TOTAL ASSETS OF ECON INDUSTRIES SA. 

The Bank of Crate S_A_ [IS Vhefcoctteniai Street. Albem 106 71V. a gwdil liquidator of 
the comp a ny ECON likhmnes S A. established a Matiopouto. Attica, (hereafter - the 
company - ! winch has been placed imlo special liquidation a* per ankle 46a of Law 
1892190 b» decision No. 7lW199*oftbc Athens Own of Appeal 
ANNOUNCES 

a Public Call for Tender*, with sealed, binding edicts foe the purchase of the tea] assets of 
the company ref erred m below; 

BRIEF DESCRIPTION 

The Company was es tab li shed in 1969. In May 1997. it ceased in operate and 00 22-07-98 
il w placed under special hqtddatioa in accmdancc with ankle 46a Law 1892/90 Tie 
company's function was the ma n nik in rr and sale or eng i n ee ri ng. dectro-opocal and 
cJccvmore ptwkas. 

ASSETS FOR SALE 

The assets Tor sale consist of; 

I) An industrial complex in die prec in cts of the municipality of Mariapouka, Attica, an a 
plot o( land about 50.000m2 in area with buildings m v eiiag about 3X00m2 and 

1 JOto2 under conaruajon f concrete prods). 

2» An industrial complex m (be precincts of the mania paBly of Span. AcriciL on a plot of 
land of aboet 522i00tn2 with buildings covering about 4jt00m2 with reraw and bolt 
manufacturing nucbmciy. 

7) The elec tro mechanical e qui pme nt of the factory cottons oh 

at A Fitting Shop which contains seventeen ( 17} CNC tooling machines (milling 
cutlers, lathes, revolving Lotus) and nine (9) conventional looting midsum. 
b) An Optical Department which contains opocs fabrication, optical coolings and 
auxiliary measuring and checking eq uip m en t. 

L'f Ah Bccouiki Department uhtcfc contains equipment for fibircutog end checking 
pruned circuit bonds and other clocnompdal dements, 
dl A quHiy Cwarol Department 

et A B-dass Workshop with small, conventional machine roofs and equipment (or 
processing metal surfaces and small, noo-pfccawo pieces of older technology, 
ft Air conditioning installations, electrical firefighting equipment, a telephone 
exchange and security systems. 

: Also (or sole are the cocapauy name. Its Bade marie, its participations in related companies, 
any claims it may have and any mber demem of its assea. 

OFFERING MEMORANDUM - ADDITIONAL INFORMATION 
Interested parties may obtain a detailed Offering Memorandum and any other iafotnuchm 
on rigning a CMiThknUaUly A g re emen t. 

TERMS OF THE CALL FOR TENDERS 

1. The tender will be conducted in accordance with die provisoes of article 46a of Law 
1892/IW as supplemented by »raclc 1 4 ot Law 2006/1991 is in forex lodqr. the tcnni 
contained m the present call far widen and Uk wins contained In the Offering 
Memorandum regvdks* of whether they ore repeated herein. The suhnizssoa of a 
binding offer implies the acceptance of ail these won. 

2. For more complete uiformatkm on the cumpony for sale, interested buyers may obtain, 
co ngnansc of a ooofnlcnriaDiy agreement, a deuded Offering Mem or an dum and may 
ish (or any other additional infonnanon. 

J. In order id participate in the lender, int e rested parties mast submit a scaled, binding 
offer in wiumg to the Adieu, Notary PubSc assigned to the Tbxfcc. Olga Futupouku- 
Hadjknhariou at 77 Solonos Street. 6* floor, IcL (301) 3617704. Offers must be 
udvninnl in pcnwi ir by j legally authorised representative. Often suborned beyond 
the deadline will mu he accepted or liken loto cunoderaiion. OfTss must not contain 
term, which impingr upon their hoaJingacsi or which Create vagueness as reganh the 
price nlteml or method of payment or any otber essential point. The liquidating 
company and ibe creditocs bare the right, at bar absolute diicretML either to reject 
often winch contain terms or escepoona. rcganUesa of whether they are highs than 
inhere, or to consider ihesc terms as non- written, m which case the offer remain 
binding as to the rest or us content. 

J. Often must he accompanied, on penalty of annulment, by a Letter of CinataMcc from a 
bank legally operating in Greece, m ibe amount or two hundred and fifty minion 
drachmas iDre. 250.0ftfl.000) us pCT specimen lew comaiiied In the Offering 
Memorandum This Idler of guarantee will be vabd until hi mure 10 the guarantor 
bank and will guarantee both die cement of the offer submitted and any lutneqirem 

Hn|m»ciDcm u n. 

3. The often win be unruled by die rooty public m her office at 12 hho on Monday. 
2- November )9*M. Per ro ns basing submitted bub by the dcadfinc ore entitled to attend 
the unsealing of tbr bvh. 

h. Often must specify the price offered and Ibe lime and method of payment. In the event 
that part payment i« to br on crcthl. the offer must stale whether it will be mtereat. 
bearing arid at wbu rate, os well as what pinmn there wtt) be in ensure its payment. 
7. Tire fotoonns arc cownlri criteria for evnluatatg the offor* 
a) the sire of Ihc offered price 

bi Ibe guarantees for payment of any pan on credit and for abiding by the test of ihe 
term* undertaken. 

c) ibe credit worImkss and reliability of the pony concerned, 
g. On all punts contained in the afters is udl as on any other tetms dirt may be agreed 
open, the buyer rum accept condnkxu additionally covered by practical or other 
securities which will gnannuc abidance by his obligations. 

9 The rlemP* which make up the mans of the company tra being void and will be 
transferred "u where n" and more specifically in then- actual and legal coodhion 
and at the place where they are rituared ca tbc dose or signature of the sale contract. 
The liquidating company, the company in liquidation and the crediton are not liable for 
any real or legal defects or lack ot any particulars of the objects for sale, dot for any 
imperfect or ina d equa t e dcvstpUm of them in ibe Offering Memor an dum. Interested 
buyers, must, on their own reapmuhibty and diligence and by dieir own means aod 
expense, look into and form ibeir own judgement of Ibe objects for sale. The 
subratsuon of on offer implies due ibe imeresied parties are fully in f orme d widi regard 
to the actual and legal crcdidoa of the objects for sale. 

10. lolhccvetd that part payment ism credit, Ibe present value will e taken ink) account in 
rvatnacmg die otter, which will He calculated on Ibe basis ot [be interest me In force, at 
liK time Ot submission of the offer, for Greek Government hoods of one year's 
d mm oa 

11. to UK even that the person to wtawHc assets of die tumpiay under fkpndarioii are 
adjudicated fails in his nbligutoo to appear at the rime tad place specified in die 
liqnUamr's mviurim, rn order to npi the rebate contract in acconlaace with tlrcierou 
of the present Anacraacnnem and of Us offer, as finally composed, then ihe guara n tee, 
as above, is forfeited in faitxir of the hqutdaue and die nrduori in order n cover all 
espemes of any kind, bine spent and teal or paper tosses untamed. “iih no obhganoi 
» [amide pnvd nf such, and consider the annum as a penalty danse aod coilea it 
from die guarantor bank. 

12. The liquidator bean no napossbibty towanta participants In tbc auettoo. bath with 
regatd to ihc rrpwi Easting the otfeni* to hk proposal of the highest bidder Also, he 
isnoi liable on! has no cMiguron lo ibe paruripanu In the auction In the event dm the 
aueiion is cancelled or declared nail and vrad if in result is deemed unanlujaory. 

13. Thaw parties taking pan to ihe anam and submitting oflo* do not acquire any right, 
ctoim or demand from the present Aiumincemem and Ann dnr pantotpaoun to die 
tender, ayrinn die liqafdnor or the eredntn fer any ause or reason. 

14. According to pari. 13 of mide 4oa of Law 1892/1990 Ihe ale contract mid dw 
Kcesury transfers arena eg from it and any aiher relative imuaaron are exempted 
{oks, duel or stale or thud pmty rights or (tamp dudes, while ihe rights usd fees of 
uourio, lawyers, supervisors and mongigora are restricted u 309. Any expenses 
incurred m dx sok of Ihc |VAT the foes of lawyers, notaries and mortgagor, 
judiciary nqwvbon. cic.) right* and other expenses) are :to be bom by .the buyer. The 
present was drafted in Check and translated into English, tfauwef. to the event of 
diffaMieatwamtog to inaataom. ibe Creek test will prevail. 

In Older ro obtain the Offering Merntraodum aod for any wWiioml infoeuaiioa, UHetetted 
patties may apply to the Isquidtion 

BANK OF OlEffi S A 15 'Wkoaraatioa SL, 106 7 1 Alberts, Greeito 
1H 13<I1 ( 362830M- Fta. (Mil 363111 i f aim. MrZ. Kn mari d cs or Mr. N- StasttoM) 

or m die company's iaiisIlatiOM at 

MARKOPOU1A ATTICA 

w. (302991 40334. F*v (302991 4053? tuna Mf Z. Kounandc* or Mt It Stassbnsj 



Are you benefiting from choosing the odds-on favourite or have you 
gambled your future on an outsider? 

Can your providers keep up with the advances in technology that 
only major research and development funding can bring, or will they 
crash at the first hurdle? 

Are you falling way behind the rest of the field when it comes to 
total systems integration and reporting across all facets of your 
business? 

Then It's time you spoke to 
Plaut Consulting about SAP! 

Plaut Consulting has over 1,000 SAP consultants and more than 
1,000 SAP projects to its name and has been a Partner with SAP 
for 1 5 years, in fact Plaut is one of a few selected Global Partners 
for SAP. 

SAP provides a totally integrated Y2K and EMU compliant system for 


Does your 
management 
technology 
lead the field 
or are you 
saddled with 
an also ran? 


planning, controlling and monitoring your business transactions 
across national and international marketplaces. 

SAP In 6 Weeks Workshops 

350 users are now benefiting from Pfaut's new WORKS package, 
which can offer full SAP functionality in just 6 weeks at £200,000 for 
50 users, a fraction of the cost of any competitive product. 

A series of Workshops are planned at key locations across the UK 
starting in Birmingham on the 20th October and London on the 
28th October followed by Warrington, Bristol and Southampton at 
later dates. 

To reserve your FREE place please complete the form and return it to 
the address below. Places are limited and we therefore suggest a 
prompt response. 

For further information please call Alan Pulman or Cara Rickarbv 
on 0181 754 7574. 7 


SAP in 6 Weeks Workshops 

YES, I would like 

to reserve a FREE place at 

QC the Birmingham Workshop on 20th Oct 1998. 

Qr the London Workshop on 28th Oct 1 998. 

Q/ the Warrington, Bristol and Southampton Workshops on dales 


Address 


Postcode ■ 


PLAUT 
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1 

Sony, 1 cannot make the above but please send me details and 
dates of future Workshops. Q/ 
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international Management Consultancy 
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EURO PRICES 



EQUITIES 


Bourses muted as ‘wait’ goes on 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


EUROPEAN OVERV IEW 

By Phffip Coggao, 

Markets EdHor 

For the third week r unning - 

European markets spent a 
session “waiting for Green- 
span" as they looked for- 
ward to the announcement 
from the US Federal Reserve 
chairman of an interest rate 
cut last night. 

While movements In most 
bourses were fairly muted as 
investors awaited the news 
from Washington, Frankfurt 
suffered a 1.65 per cent loss 
on concerns about the out- 
come of the negotiations 
between the Social Demo- 

FTSE EuraUpc.100 

to** 

1300 ’ ■ 


era ts and Greens on a new 
administration. German util- 
ities stocks were nervous 
about the Greens' involve- 
ment 

The FTSE Eurotop 100 
index fell 10.98 or 0.5 per 

cent to 2.S3&82 while the 
broader Eurotop 800 Index 
dropped 6.02 to 1 , 022 . 01 . The 
FTSE Ebloc 100 index, com- 
prising stocks in countries 
planning to join the single 
currency, slipped 5J5 to S45.7. 
The Ebloc index was over 
U00 In mid-July. 

Alcoholic beverages was 
the best-performing sector of 
the day. gaining 3.76 per 
cent. Diageo led the way, 
rebounding Ecu 0.7 to Ecu 

: Bond yield cam 

Per cent (September s 1998) 


7.94 amid rumours of dispos- 
als following the losses sus- 
tained after its statement 
last week. 

Healthcare was another 
strong performer although 
this was due to an Ecu 0.2 
rise to Ecu 5.74 in the thinly 
traded Nycomed Amersham. 

Information technology 
was the worst-performing 
sector, dropping about 3 per 
cent, as SAP preference 
sham, a volatile stock in 
recent weeks, fell Ecu 253 to 
Ecu 42635 

The other financial sector 
was another loser, with the 
Italian group IM3 dropping 
Ecu 0.7 to Ecu 11.61. 

Analysts continued to 


reassess the prospects for 
European corporate earnings 
which looked so rosy only a 
couple of months ago. 

“1999 earnings estimates 
look increasing vulnerable," 
the European team at ABN 
Amro said. 

“Sustained pressure on 
estimates implies no quick 
rebound in markets but 
recession in the western 
economies is nevertheless 
not on the agenda. With 
bond /equity valuations bit- 
ting historic extremes in 
favour of equities, we would 
suggest that equities are 
now near a base and increas- 
ingly represent reasonable 
long-term value." 


5.5 
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A wide range of issues of current concern to the international diamond Industry 
will be discussed and future prospects as the rqlHennium approaches considered. 
Including; mining review - Canada, Russia and Angola; the current rate of die 
rough martcot; the manufacturers' tale: consumer demand and the role of 
the auction house in the jewellery market. 
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Mr Hertz Hasenfeld 
Wrr President 
Hascufeld-Siein Inc 

Mr Sbreyas Doshi 
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Growth in the industry tends to lag 
behind the economy by one to two 
years, says Jonathan Guthrie 

Cranes fail to 
tell whole story 


tidal construction: output 
Ecu tft, 1987 pricM: 1955. . 


On arriving in a foreign city ! 
you can get a rough idea of ' 
the state of the local econ- :: 
omy simply by counting the'J 
cranes on the skyline. 

So the traveller entering 
Dublin by taxi will conclude' 
that Ireland must be boom- 
ing, judging simply by the 
array of cranes rearing up- 
on either side of the Uffey. 

Crane counting works 
because construction is 
highly visible, represents a 
big chunk of total expendi- 
ture in any economy - typi- 
cally about 10 per cent - and 
Is strongly dependent on 
growth in the general econ- 
omy to grow itself. 

But while some busi- 
nesses, such as retailing, are 
at the leading edge of the 
cycle and are thus closely 
watched as indicators of 
growth, construction tends 
to lag behind the economy 
by one to two years. 

Our traveller may there- 
fore see more cranes raising 
their jibs over European 
cities over the next year or 
so following a recovery in 
the continental European 
economy during 1997. 

This came after a marked 
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slowdown that began with 
the recession of tbe early 
1990s and was prolonged into 

1995 and 1996 as EU states 
struggled to achieve the eco- 
nomic convergence targets 
required to participate in the 
first wave of monetary 
union. 

Continental construction 
bosses hope the introduction 
of the euro will give econo- 
mies greater stability, soften- 
ing the boom-to-bust cycles 
that have been a feature of 
recent decades. Eurocon- 
struct, an industry forecast- 
ing body, predicts that Euro- 
pean construction output 
will rise at 2-3 per cent dur- 
ing 1999 - very modest prog- 
ress by the standards of 
high-growth businesses such 
as computing, but must be 
set against declines of 2.9 
and 0.4 per cent in 1993 and 

1996 respectively. 

Since 1996 the industry 
has been on the mend wltb 
growth estimated at 0.7 per 
cent in 1997 and 1.6 per cent 
in 1998. 

Jacquie Cannon, a director 
of Construction Forecasting 
Research, a specialist consul- 
tancy, says; “The outlook is 


positive, with unemploy- 
ment moving down and 
interest rates low. 

“But what we will not 
have is a real boom, as there 
was at the end of the 1980s.” 

It is as yet not dear bow 
much of a dampening effect 
will result from financial 
turmoil in East Asia and 
Russia. 

Three international banks 
recently downgraded their 
growth forecasts for tbe 11 
states that win introduce the 
euro next year. Construction 
share prices in the UK are 
discounting a plunge In prof- 
its. 

Even before the renting of 
Germany, the biggest motor 
of European construction, 
was set to enter 1999 idling. 
With output exceeding 
Ecu200bn. more than twice 
that of nearest rival France, 
Germany is the last of the 
European Big Five to stage a 
recovery. Output is forecast 
to grow at just 0.8 per cent 
following declines of 3.1. 22 
and <19 per cent in the previ- 
ous three years. 

Germany has been hit by a 
series of problems which 
have included a sharp reces- 


sion in the East, tight curbs 
on public spending ahead of 
monetary unification - 
belied by the forests of 
cranes sprouting over Berlin 
as it reassumes its mantle as 
the capital - and the heavy 
costs of integrating the two 
halves of the country follow- 
ing the fall of the Berlin 
Wall. 

The industry ban also had 
to grapple with what Klaus 
Stadler, head of economics 
at Philipp Holzmann, a big 
German construction com- 
pany, describes as “huge 
overcapacity, where compa- 
nies have been taking on 
orders at a loss just to keep 
volumes up and where one 
per cent is regarded as a 
high margin on a contract”. 

The result is that, even as 
Germany begins to benefit 
from an upturn, marginal 
participants are expected to 
continue going out of busi- 
ness. 

The problem that faces 
most construction compa- 
nies In Germany, as in 
the rest of Europe, is 
a structural one which 
merely becomes more appar- 


CROSS- BORDER PEALS * by Jonathan Guthrie • 

Wider horizons 
and mixed results 


Obtaining a 
foreign foothold 
by acquisition 
can prove a 
risky business 

Entry costs at the bottom 
end of the construction busi- 
ness are low. All it takes is a 
hired cement mixer, some 
workers - usually employed 
on a casual basis - and a few 
pallets or bricks. 

Capital is not a problem, 
since a loan can be raised on 
the security of future pay- 
ments from the client that 
has awarded a contract 

The only real assets' 
required are building exper- 
tise of a kind which is never 
in short supply, good local 
contacts and quick wits. 

Nor does size necessarily 
unlock the economies of 
scale that give larger con- 


cerns a conclusive advan- 
tage in sectors such as man- 
ufacturing and retailing. 

The result is that con- 
struction remains a highly 
fragmented business in 
which big companies are 
fighting a continual turf bat- 
tle with smaller rivals able 
to whip business from under 
their noses by shaving a few 
pounds, marks or francs off 
tbe cost of erecting a build- 
ing. 

In Europe, construction 
companies have for the most 
part remained trapped in 
their local markets for rea- 
sons of culture, language 
and national differences in 
building specifications. This 
has impeded attempts by the 
more adventurous to win 
business elsewhere. 

An apparent solution is to 
gain a foreign foothold 
through acquisitions. How- 
ever this is a risky business. 


The real assets being bought 
are negligible, published 
accounts may provide few 
clues to future profitability 
and the market accessed will 
be unfamiliar and. most 
probably, fiercely cyclical. 

The latter drawback 
became painfully apparent 
to Mowlem. The British 
builder, bought into East 
German construction just 
ahead of a bruising down- 
turn earlier this decade, suf- 
fered serious losses, and fol- 
lowing Us withdrawal sees 
more scope for profits in 
home repairs and environ- 
mental services at home 
than in a brave new unified 
Europe. 

However, the experience of 
cross-border acquirers has 
not been uniformly disap- 
pointing. Amec, another UK 
builder, bought a 42 per cent 
stake in Spie BatignoUes, the 
French contractor spedalis- 
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ent in a slowdown. 

In an industry where entry 
costs are low, competition 
for contracts ensures that 
margins are wafer thin. 

In the United Kingdom 
there has been a move to 
overcome this through “part- 
nering”. 

This is new kind of con- 
tracting relationship in 
which clients, builders, 
architects and engineers 
work closely on a series of 
projects sharing knowledge 
and cost savings. Contrac- 
tors specialising in this kind 
of work boast margins of up 
to 5 per cent. 

A government-backed 
committee led by John Egan, 
chief executive of BAA, the 
airports and retailing 
group.threw its weight 
behind partnering this year. 

However, critics are scepti- 
cal whether the approach 
will benefit clients and con- 
tractors engaging in one-off 
projects. Moreover, clients 
with repeat business seem 
likely to be tbe ultimate ben- 
eficiaries of cost savings, 
leaving contractors strug- 
gling to mak e ends meet on 


the lowest of margins. 

According to a survey by 
the contractors Ballast 
WUtshier, while European 
construction companies are 
aware of the value of part- 
nering, most remain trapped 
in relationships where they 
win .or lose contracts on 
price. 

In the UK, where output 
growth Is forecast to drop to 
23 per cent in 1998 from a 
peak of 3.5 per cent this 
year, construction compa- 
nies have been diversifying 
into businesses offering 
higher margins titan general 
contracting. 

Key areas are facilities 
management , and road and 
rail maintenance, where a 
substantially privatised 
transport system has 
provided- opportunities 
which participants hope will 
increasingly become avail- 
able on the continent, 
too. 

Public-private partner- 
ships are expected to be an 
important feature of Spanish 
construction, which is fore- 
cast to enjoy growth of 4 per 
cent to the end of 1998, level- 
ling off to 3 per cent next 
year. 

Volumes will be buoyed by 
Increased public spending, 
fuelled in turn by tax 
receipts from a strongly 
growing economy. House- 
building has al ready laUren 
off 

Higher spending on infra- 
structure will also benefit 
France, where construction 
output Is forecast to grow at 
2.4 per cent in 1999 following 
a long period of stagnation. 
However, the UK is alone in 
spending heavily on millen- 
nium-related projects such 
as the Dome. 


AWARDS * by Jonathan Guthrie 

Fit for a king 


ing in electrical work, for 
£20m in February last year. 

Spie has thrived despite 
the depressed state of 
French construction and 
contributed a welcome £5.6m 
to Amec's pre-tax profits of 
£22.6m in the first half of 
this year. 

This was a period during 
which Amec's core building 
and civil engineering busi- 
ness made a loss of £LIm on 
turnover of £577m. 

Peter Mason, chief execu- 
tive of Amec, says: “We 
bought the stake because we 
wanted to be in the forefront 
of European consolidation, 
rather than at the back end. 
Spie is very strong in capital 
rail projects, while Amec has 
a rail maintenance unit." 

Amec’s sally Into cross- 
border investment followed 
the failure of a £360m hostile 
bid by Kvaemer, the Norwe- 
gian building, engineering 
and shipbuilding group, 
which retains a 26 per cent 
stake in the UK concern. 
Amec has an option to 
acquire the rest of Spie's 
shares in four years which it 
expects to exercise. 

S kanaka, the Swedish con- 
struction company, acquired 
an 7.6 per cent stake in Cos- 
tain, the UK company, as a 
part of a restructuring of the 
troubled business last year. 

Skanska has an option to 
raise its stake to 46 per cent 
in three years. Close collabo- 
ration between the groups 
suggests this will be exer- 
cised. 

Hochtief of Germany has 
been tipped as a bidder for 
Boris Construction, the 
building division of P&O, 
which is valued at up to 
2350m. Hochtief strenuously 
denies this. 

In 1997 the group suffered 
the disappointment of a 
failed bid for a larger, under- 
performing rival, Philipp 
Holzmann. which became 
mired In anti-trust complica- 
tions. 

As a result Hochtief has 
cut its stake in Holzmann 
from 35 to below 20 per cent 
and is pursuing links with 
other partners. 

A proposed merger at the 
top end oT the Spanish con- 
struction market came to 
grief earlier this year. Banco 
Central Hispano, the bank- 
ing group, tried to buy a 28 
per cent stake in Fomento de 
Construcciones y Contratas, 
a big conglomerate with con- 
struction as its core busi- 
ness. 

Tbe purchase was seen as 
a prelude to the combination 
of FCC with Dragados. a 
builder in which BCH has a 
large shareholding. 

In the event the shares, 
put on tbe market by Alicia 


Koplowitz, daughter of the 
founder, were bought by her 
sister Esther, herself a 26 per 
cent stakeholder. Esther, 
who is closely involved In 
the running of FCC wants to 
sell on the stake - though 
not, apparently, to BCH. 

Both FCC and Dragados 
are seeking new partners as 
they unwind their collabora- 
tions, and neither is exclu- 
ding an international link. 

Unusually within Europe, 
Spain has seen considerable 
consolidation in its highly 
fragmented construction 
market over the past three 
years, with a rash of mergers 
involving smaller to medi- 
um-sized businesses. 

Pedro Gonzfilez-Habba, 


director of the trade body 
Seopan, says the trend has 
received strong encourage- 
ment from a government 
eager for partners with the 
scale and financial muscle to 
participate in public-private 
infrastructure projects. 

infrastructure projects in a 
Europe spending heavily on 
improving transport links 
between countries can be too 
big for even large national 
operators to tackle alone. 

According to some com- 
mentators, these groupings 
could be the bedrock on 
which genuine cross-border 
consolidation across tbe 
community will be based. If 
so. Amec and Spie are well 
ahead of tbe game- 


Restoration of 
Windsor Castle 
earns building 
manager a top 
distinction 

In a mature construction 
market restoration and 
refurbishment should, in 
theory, -form a growing part 
of contractors’ business. The 
job. undertaken by this 
year's building manager of 
the year fall into this cate- 
gory but presented unusual 
challenges, including close 
media scrutiny. 

The winner, Philip Rowley 
of HBG Higgs and Hill Spe- 
cial Contracts, took on the 
management of the restora- 
tion of Windsor Castle fol- 
lowing a disastrous fire in. 
November, 1992. The client 
was the Royal Household's 
director of property services. 

Quality was of prime 
importance in such a high 
profile job. Many control 
samples and full size mock- 
ups were needed. The work 
was also highly specialised, 
with 246 different firms 
involved in fitting out dam- 
aged areas. Tbe project man- 
ager needed detailed know- 
ledge of the many trades 
involved to keep the work on 
schedule. 

Mr Rowley, 43, says: “The 
challenging part of the job 
was understanding all the 
Individual parts of which it 
was composed. There was no 
repetition, and nothing was 
square in structure." 

The Chartered Institute of 
Building said that despite its 
spall size - £28m - the proj- 
ect was an excellent example 
of the best skills and man- 
agement techniques. Tbe 
judges said: “The quality of 
the finished work in all the 
public areas, and the overall 
effect, are absolutely stun- 
ning. It is remarkable that 
this work has been com- 
pleted within tbe budget and 
to a shortened programme." 

Mr Rowley also won a gold 
award in one of three award 
categories defined by size of 
project: below £3m, £3m- 
£17m, and over £I7m_ 

While Mr Rowley tri- 
umphed in the last category, 
it was Peter Adams of HBG 
Construction who scooped 
tbe first Mr Adams was the 
project manager of the £2£m 


redevelopment at Station 
Road in Reading. This 
involved building two pubs 
and refurbishing offices and 
a shopping arcade. 

Work on the arcade cre- 
ated disruption for both 
shoppers and traders. Mr 
Adams took on a diplomatic 
role, visiting each shop- 
keeper to keep them 
informed on progress. 

Jason Milieu, of Boris 
Construction, project man- 
ager of the £l4.6m Forster 
Square commercial and 
retail development in 
Bradford, was the gold win- 
ner in the £3m-£l7m cate- 
gory. The project was influ- 
enced by a social 
partnership agreement 
between Boris and Bradford 
City Council. Mr MiUett 
hired almost half his labour 
force from within a six-mile 
radius, increased tbe num- 
ber of apprentices and took 
cm students under the Boris 
undergraduate scheme. 

Contact with the commu- 
nity was also important for 
Tony Adams, of Wirapey 
Homes North East He won 
Housing Constructor of the 
Year in the inaugural year of 
the award. Charged with 
building 48 detached homes 
on a green field site, he vis- 
ited schools to explain to 
children the dangers of 
playing on tbe site. He kept 
stock levels low to reduce 
vandalism and theft. 

The judges said: “Tony 
was in control of all aspects 
of management and it was 
refreshing to see that assur- 
ances were given to person- 
nel and house purchasers 
that the site would be kept 
clean and free from haz- 
ards.” 

Grant GeUatly, of Amey 
Construction, was IT Busi- 
ness Manager of the year. He 
was responsible for choosing 
and overseeing the installa- 
tion of a new information 
management system for 200 
staff at M6JV, a joint ven- 
ture between Amey. Sir Rob- 
ert McAlpine. Taylor Wood- 
row and Barr building 28km 
of road between Central 
Scotland and tbe South. 

Tbe awards were co-spon- 
sored by British Telecom, 
Asta POwerpoint and CIOB 
Financial Services Direct in 
association with the Finan- 
cial Times and Construction 
Manager magazine. 


PROFILE 


Poland-, -V- 




Builders in pole position 


Construction cranes 
punctuating the urban War- 
saw landscape point to a 
building boom fuelled by 
foreign direct investment in 
tbe Palish capital which Is 
starting to spill out to tbe 
rest of the country. 

This year alone has 
brought more than $5bu 
worth of foreign investment 
to Poland, generating 
demand for new industrial, 
office, retail and warehous- 
ing capacity. 

Foreign investment, 
which had reached 320b n 
by the end of last year, 
began to grow in 1996 and 
helped to reverse the crisis 
which hit the construction 
industry three years before. 

The slump kd to the col- 
lapse of the old socialist 
building conglomerates. 
These have now been 
replaced by a leaner bat dif- 
fuse building sector where 
no single company has 
more than 1 per cent of 
market share. Also, in con- 
trast to the early 1990s 
when the state sector was 
s till dominant, more thaw 
90 per cent of the Industry 
is now in private hands. 

Henry Liszka, the head of 
Boris' local subsidiary is 
happy to ride on the boom. 
He Is confident the value of 
the contracts he has under 
management will g r ow next 
year by 25 per cent on this 
year’s 1 135 tn. 

. “We are looking at con- 
tracts worth $200m a year 
between 1999 and 2003,” he 
says, noting that his com- 
pany has been pioneering 
construction management 


methods in Poland. 

“Poles are wonderful 
engineers but they were 
never taught management," 
he says, adding that a new 
generation of local con- 
struction managers is mov- 
ing into positions of respon- 
sibility. 

Boris is managing pro- 
jects like the 42-storey Dae- 
woo office building worth 
$80m which will he War- 
saw's highest new building 
when it is completed next 
year. Office building, retail 
and industry are tbe sectors 
where the main activity is 
taking place. 

This year Poland’s overall 
building market will be 
worth an estimated 50bn 
zlotys, which marks an 18 
per cent increase on 1997. 
Industrial projects alone 
are expected to be worth 
7bn zlotys (S1.9bn) while 
retail schemes wifi proride 
2.lbn zlotys. 

One of the sectors which 
is not booming is housing, 
where needs are estimated 
at between U3m and 3.5m . 
but a lack of financing 
means that homes built sore 
in effect put up <m a cash 
basis. Last year official fig- 
ures show the completion of 
65,000 homes, a fall from 
the 136,000 completed in 
1990. 

Krzysztof Samborskl, 
marketing manager at War- 
bud, a successful construc- 
tion company started in 
1989, predicts that the num- 
ber of homes now being 
built will foil further in two 
or three years time. 

“That la when people will 


run out of money and acces- 
sible mortgage schemes will 
have to be put into place to 
keep the sector going”, he 
says- Warfaud is 70 per cent 
owned by Campenon Bern- 
ard SGE. of France, but this 
dominant share is likely to 
be dilated when Warbud is 
floated on the Warsaw 
bourse early next year. 

Warbud, which had con- 
tracts worth 160m zlotys 
under construction last 
year compared with 60m in 
1996, is concentrating on 
office bnilding projects at 
present. But it is also devel- 
oping capacity for building 
roads and bridges as its 
next field of activity. 

“Four-fifths of Poland's 
bridges need to be refur- 
bished,” says Mr Sam bo r- 
skL implying that even if 
the country's long-awaited 
pay motorway .building pro- 
gramme is delayed there 
will be enough renovation 
work to do. 

This is the approach 
adopted by Ray Elliot, of 
Taywood Engineering, who 
is seeking to put techniques 
designed to arrest corrosion 
developed by Taylor Wood- 
row to- work on Poland's 
road bridge. Taywood has 
already conducted Euro- 
pean Union-funded research 
on the problem and is work- 
ing with Poland’s road and 
bridge construction Insti- 
tute to develop the market 

In contrast to this cau- 
tions approach adopted by 
British companies, foreign 
investors such as Hochtief 
and Bilfinger and Berger 
from Germany already own 


controlling stakes in local 
companies. Skanska, of 
Sweden, which has a good 
record in office building In 
Warsaw, and Austria’s 
Hbau, which took advan- 
tage of Austrian govern- 
ment credit guarantees to 
enter the Polish market, 
were earlier entrants. 

As the mounting supply 
of new office space in War- 
saw at least begins to 
depress office rents which 
have been at near to Paris 
and London levels so the 
construction industry win 
shift its focus to infrastruc- 
tural as well as more retail 
and warehousing projects. 
Higher standards required 
by the European Union 
which Poland is now nego- 
tiating to join will means 
more work on environmen- 
tal infrastructure. 

But, at the same time as 
tbe economy moves away 

from manufacturing to ser- 
vices, refurbishment of old 
industrial plants for use as 
offices will continue. 

Already swathes or Indus- 
trial capacity in Warsaw, 
once the pride of Poland's 
socialist masters, now 
bouse banks and insurance 
groups. The Globe Trade 
Centre, the developers of 
Warsaw’s Mokotow Busi- 
ness Park, are spending 
Sworn on turning the old 
Cemi plant into an 130.000 
sq m office complex. 
i . Tn * of confidence fa 
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EUROPEAN CONSTRUCTION INDUSTRY 


PRIVATISATION • by Nicholas Timmins 


Opening road to Building on a more solid base 

modernisation 


The EU is trying 
to knit together 
the transport 
networks of 
member states 

European governments face 
a considerable challenge to 
upgrade their transport net- 
works. 

In the European Union the 
main task is to knit together 
previously separate national 
networks while In eastern 
and central Europe decades 
of neglect under Commu- 
nism must be put right. 

In western Europe the 
main road network has had 
to cope with an inexorable 
rise in traffic volumes while 
in the east increased dispos- 
able incomes have led to a 
sudden sharp rise in car 
ownership. 

On the railways the prob- 
lem has not been solely one 
of capacity because both 
eastern and western Europe 
have extensive networks. An 
equal challenge in the west 
has been to persuade hide- 
bound national railway 
administrations to adapt to 
the demands of cross-border 
freight and passenger traffic. 

In the east the railways 
must counter a sudden loss 
of business as hauliers shift 
to the roads and people 
acquire cars. 

The inevitable problem 
confronting governments 
and transport planners hag 
been a shortage of finance. 
The European Union has 
provided funds to kick-start 
its two main programmes, 
the Trans European Net- 
works (TENs) initiative in 
the west and Its Corridors 
programme in eastern 
Europe. 

But large sums are still 
required from governments 
and from the private sector. 
Slow progress on several 
projects included In the orig- 
inal TENs programme in 
1994 has prompted EU 
studies into public-private 
partnerships. 

■ The European Co mmiss ion 
has produced a set of 
recommendations including 
the need to involve the 
private sector at an early 
stage in project develop- 
ment, to remove bureau- 
cratic barriers to the cre- 
ation of ad hoc companies to 
manage projects, and to 
develop new. or apply 
existing, financial instru- 


ments to fond sch emes. 

Nevertheless, progress has 
been made in finding public- 
private solutions to schemes 
which failed to go ahead 
purely in the public sector. 
The Greek government made 

two unsuccessful attempts to 
build a replacement for the 
cramped Athens interna- 
tional airport in the 15809. 

Spata airport, a Ecu2£bn 
project, is now being built by 
a company in which private 
partners, led by Hochtief, 
the German construction 
group, have a 45 per cent 
holding. The Greek govern- 
ment has the rest and has 
provided a guarantee for a 
European Investment Bank 
loan. 

When the 30-year conces- 
sion to operate the airport 
ends, ownership reverts to 
the government 

Athens airport forms part 
of the TENs initiative, 
though it is not one of the 14 
high priority projects. These 
include the Oresund fixed 
road and rail link between 
Denmark and Sweden, the 
UK’s main west coast rail 
line and the Lisbon- Valla- 
dolid motorway linking Por- 
tugal and spain- 

High-priority TENs 
schemes are expected to cost 
Ecu91bn (£64bn> with up to 
10 per cent available from 
the EU in the form of viabil- 
ity studies, loan funds from 
the EU and cohesion fund 
money for Greece, Ireland, 
Portugal and Spain- 

Three of the schemes - a 
rail Hnk from Cork to lame, 
the Oresund lmfc and Mal- 
pensa airport in Milan - are 
nearly complete while fund- 
ing has been arranged and 
work begun on six others. 

These include the UK west 
coast line, a network of 
Greek motorways to the Bul- 
garian and Turkish borders 
and the Betowe rail freight 
line in the Netherlands- 

But finance for five 
other projects, including two 
rail lines requiring Alpine 
tunnels, r emains uncertain. 
In part this reflects an over- 
all shortage of funds but it is 
also a result of unrealistic 
forecasts of their complexity 
and the time required. 

The commission has pro- 
posed doubling the EU con- 
tribution to EcuSbn for the 
next phase. 

Undeterred by the slow 
progress of some of the 
TENs projects, the EU is 
working on plans for an 


equally ambitious project in 
eastern Europe involving the 
creation of 10 key transport 
corridors. 

These would provide 
upgraded road, rail and 
waterborne links from the 
Baltic states to the Aegean 
and from the Polish-German 
border to Moscow. 

Corridor 1 involves a 1,000 
km road and rail route from 
Helsinki to Warsaw with a 
branch from Riga to Danzig. 
Bypasses will be built 
around several towns while 
the railway crossing on the 
Polish-Lithuanian border 
wiB be upgraded. 

The cost of construction in 
eastern Europe is usually 
lower than in the west but 
the relatively low incomes 
mean it is difficult to charge 
very much for using motor- 
ways or trains. 

This places a heavier bar- 
den on public sources of 
finance and means govern- 
ments may have to provide 
two-thirds of the total fund- 
ing requirement of up to 
EctfflObn. 


The private 
finance initiative 
is providing a 
boost to the Ulf 
industry j 

The UK construction 
industry is enjoying a good 
year with profits, largely, on 
the Increase. 

Th e pri vate finance initia- 
tive (PFI), a small but grow- 
ing part of most contractors* 
portfolios, has begun to 
develop a flow of projects. 

Since labour took power 
in May, 1997, about £4bn of 
deals, many involving con- 
struction, have been signed. 
Treasury ministers argue 
that, leaving aside the res- 
cued Channel Tunnel rail 
link, this figure iwatrhaa fftP 
amount delivered by the 
Conservatives in the previ- 
ous five years. 

Nevertheless, a number of 
contractors has gone into 
receivership and the outlook 
is less rosy for many, with 
business starting to slow. As 
economists debate whether 
the UK will undergo a bard 
or soft landing during any 
recession, contractors are 
trying to assess the impact 
of the Asian crisis. 


The shape of the industry 
is also changing, driven in 
part by the private finance 
initiative, which is altering 
traditional relationships 
between the public and pri- 
vate sector. This, in turn, is 
driving changes between 
construction companies and 
their private clients. 

Two t hem es are evident. 
One Is an increasing Euro- 
peanisation of the industry 
as UK constructors form 
links with big mainland 
European contractors. 

The other is the slow but 
steady expansion of building 
companies into facilities 
management - rfiang hi f me 
industry from one which 
built and walked away, to 
one which has a much lon- 
ger-term stake in the pro- 
jects it constructs. 

Jennie Price, of the Major 
Contractors Group, argues 
that Bmo peaniij tk m of 
the industry can be over- 
stated. Plenty of big UK 
builders remain ^ much 
construction still requires 
contractors who understand 
the local market. She 
believes it is unlikely the 
Industry will - be dominated 
at the top end by a few 
international companies. 

But relatively recent link- 


ups include HBG acquiring 
Higgs & Bill’s construction 
division, the Norwegian- 
based Kvaerner taking aver 
Trafalgar House and Trol- 
lope & Colls and acquiring a 
stake in Amec, Skanska’s 
stake in Costain, Ballast 
Needham’s takeover of Wil- 
tshier and Amec’s 42 per 
cent stake in the French 
electrical contractor and 
civil engineer. Spie-Batig- 
nolles. 

The need for size in order 
to handle big contracts has, 
in part, driven that. But so 
has the private finance ini- 
tiative in which construc- 
tion companies, usually in 
Hnirt with hdUtks manag- 
ers. banks and a range of 
other companies which vary 

by project, join together to 
design, finance, build and 
operate anything from a 
road or bridge to the Chan- 
nel tuporf rail l ink. 

After years of steady 
shrinkage in public sector 
capital spending, the revival 
of publicly-sponsored but 
privately-financed projects, 
underwritten by local or 
central government pay- 
ments over 25 or 30 years, 
has attracted European 
interest 

Nigel Shilton, of Arthur 


Andersen Real Estate Con- 
sulting, says: “While PFI Is 
certainly not the only rea- 
son that foreign contractors 
are seeking a foothold in the 
UK, it cannot be denied that 
it has provided the catalyst 
the foreign contractors were 
looking for.*’ 

Kvaerner, for example, 
recently won the contract to 
rebuild Greenwich Hospital; 
the Dutch-owned Ballast 
Wtitsbier won the first big 
schools contract in Falkirk 
and the KingVGuy's-St 
Thomas medical school went 
to Bouygues, of France. 

At the same time growing 
numbers of the big UK con- 
tractors are building up 
their facilities management 
arms to take a long-term 
stoke in PFI projects. The 
key change is that the old 
separations between con- 
structing and providing ser- 
vices are disappearing as 
the public sector looks to 
PFI projects to provide a 
service over a period of 
decades. 

Among the more dramatic 
examples is Jarvis, which is 
rapidly becoming as much a 
facilities manager as a con- 
structor, having won the bid 
for the first privately 
financed school building in 


the UK. The company fol- 
lowed that with a string of 
student accommodation pro- 
jects in higher education. 

John Lain? has joined 
with the multi-utility Hyder 
to pnt all of their accommo- 
dation-related projects into 
a specialist PFI company. 

The key to making these 
projects work Is recognising 
that the purchasers and sup- 
pliers are locked Into a part- 
nership. Sir Martin Laing. 
chairman of John Laing, 
recently argued that to 
thrive the construction 
industry needed to reflect 
interdependence in a much 
more partnership-based rela- 
tionship with clients. 

For too long, he says, the 
industry has relied on fixed- 
price contracts with thin 
margins an adversarial 
relationship with clients. 

The way PFI deals are 
structured pressurises pub- 
lic sector clients to be clear 
about the outcomes they 
want from their contracts — 
in other words the service - 
and not change designs or 
requirements part way 
through. It equally applies 
pressure to the contractor to 
build for a lifetime, and 
deliver on time and budget 
in order to get paid. 


COMMERCIAL PROPERTY • by David Lawson 


Watchword is caution 


Developers in 
Europe are now 
matching the 
supply to each 
individual market 

This was the year when real 
estate markets were set to 
boom across Europe as eco- 
nomic growth and the antici- 
pated strength of a single 
currency kicked in. But 
property is no longer a boom 
and bust sector. 

- Investors nursing reces- 
sion-burnt fingers now show 
far more ca ution in commis- 
sioning builders before they 
have found an occupier. 
Developers are doing what 
they should always have 
done - matching supply to 
each individual market 

Thai means tower cranes 
have risen over office cen- 
tres like London, Paris and 
Brussels while elsewhere 
they have remained 
abserrtaccording to property 
consultant Knight Frank. 

The UK is the furthest into 
the development cycle. Cen- 
tral London has seen office 


construction rise above 8m 
sq ft, which is beginning to 
worry some observers fear- 
ing the impact of Asia, Rus- 
sia and Latin America on 
the finanrial markets. 

Property consultant CB 
Hillier Parker is sanguine, 
pointing out that supply is 
well below boom levels. Most 
new space is pre-let and 
demand far exceeds output 

Canary Wharfs owners 
are convinced enough to 
commission another giant 
office block every time one is 
let Renovation could play a 
bigger role in future, how- 
ever, as a flood of older 
space is released. 

Paris Is almost a mirror 
image of London. The strong 
French economy, tax 
reforms, low interest rates 
and an influx of US investors 
have fuelled a surge of build- 
ing and renovation, says 
Jones Lang Wootton. 

Goldman Sachs, for 
instance, paid Credit Lyon- 
nais a reported Fr350m and 
will spend another £T500m 
developing 13,000sq metres 
on one central site. La 
Defense will cany out both 


new building and renovation 
after investment deals in the 
past year. 

Other hot spots reflect 
similar local shortages 
rather than macroeconomic 
cycles. Prague is seeing a 
rash of developments driven 
by private overseas investors 
and a take -up which doubled 
in the first half of this year. 

Brussels has responded to 
foiling vacancy rates with a 
spate of speculative develop- 
ments, says consultant 
Healey & Baker. Madrid is 
more circumspect, with 
developers ready to exploit 
supply shortages but not to 
start without pre-lets. 

Amsterdam is in the same 
position, although p lanning - 
regulations rather than lack 
of confidence keep builders 
off site until offices are let 


Regulation has also been a 
crucial factor in retailing, 
with governments taking 
fright in most countries at 
the proliferation of regional 
malls. Schemes near Man- 
chester and at the London 
end of the Eurotunnel rail 
link are unlikely to be 
repeated elsewhere. 

France has also tightened 
planning restrictions, but 
JLW points out that almost 
600,000 sq m of development 
squeezed through the system 
last year. 

Central Europe is on the 
upward slope, benefiting 
from the release from 
restrictive political regimes. 

The Czech economy is 
only just recovering from 
last year’s crisis and may yet 
face economic foil-out from 
Russia, but foreign retailers 


and investors are scrambling 
to build a string of centres 
based around hypermarkets. 

Hungary is seeing similar 
pressure, with retailing and 
leisure • particularly multi- 
plex cinemas crowding into 
an enthusiastic new market. 

i -g«« developed economies 
of western Europe such as 
Spain, Portugal and Ireland 
are also feeling the effect. 

Jeremy Lewis, bead of the 
Schroder Europe property 
fund, saw a gap in northern 
Italy, a rich region poorly 
served by retailers. Now he 
is watching income soar 
from five shopping centres 
bought early in the cycle. 

But he is sceptical about 
any rise in the tempo of 
development towards levels 
of the turn of the decade. 

David Simons, of Slough 
Estates, one of Europe's big- 
gest developer investors, 
agrees that these hot spots 
have not ignited a surge of 


activity across the continent. 

“Building prices are not 
rising, and that is a sure 
sign that activity is 
restrained," he says. 

Neither is too concerned, 
as restricted development 
helps to maintain invest- 
ment values. 

JLW sees most European 
markets on an up-cycle. 
They are attractive to US 
investors, particularly the 
cash-rich real estate invest- 
ment trusts. 

They are also following the 
bidding of large customers 
seeking new {semises inside 
the single European market 
Security Capital, for 
instance, has paid millio ns 
of dollars for small UK com- 
panies such as Akeler and 
Kingspark with instructions 
to scour Europe for sites. 

The crucial factor for 
growth, however, is how eco- 
nomic problems elsewhere 
affect recovery. ' ' ~ 


ENVIRONMENT • by Vanessa Houlder 


Unexpected opportunities 


Opportunities 
exist in cleaning 
up the east 
but firms are 
discriminating 

Improving the environment 
of eastern Europe is a slow 
and expensive process. But 
it may offer significant 
opportunities for construc- 
tion companies - as long as 
they have capital, a selective 
approach and resilience in 
the face of the region's eco- 
nomic uncertainties. 

In the early years of east- 
ern Europe's transition to a 
market economy, the envi- 
ronment appeared to be one 
of the clearest beneficiaries. 
The closure of old, ineffi- 
cient factories and power 
plants sharply reduced the 
levels of many pollutants by 
as much as 40 per cent 

But those early gains pro- 
vide UtUe ground for com- 
placency- HI health caused 
by air pollution is rising in 
the former Soviet Union, 
although it is foiling in cen- 
tral and eastern Europe. 

In countries where eco- 
nomic growth has resumed, 
increasing use of cars has 
brought new environmental 
pressures. Moreover, hope of 
accession to the European 
Union has created a need to 
meet EU regulations. 

Areas which need most 
attention are: 

• Waste management. 
Shifts to western-style con- 


sumption are intensifying 
the already severe pressure 
on municipal waste manage- 
ment capacity. The Euro- 
pean Environment Agency, 
an EU organisation, argues 
that priorities include 
improving municipal waste 
management through better 
separation of wastes and 
better landfill management, 
the introduction of recycling 
Initiatives at local level and 
carrying out low-cost miti- 
gation and containment at 
priority disposal sites. 

9 Contaminated sites. More 
than 300,000 potentially con- 
taminated sites have been 
identified in western Europe 
and the estimated total in 
the east is much greater. 
Soil contamination around 
abandoned military bases 
poses the most serious risk. 
Many countries have yet to 
develop the regulatory and 
financial framework needed 
for solving the problem. 

• Pollution control. Charges 
and stricter environmental 
regulations will direct pri- 
vate investment towards 
more efficient and less pol- 
luting technology. This wflL 
however, take around 20 
years because the countries 
of central and eastern 
Europe cannot afford to 
replace capital stock in a 

shorter period. 

• Water. Use is more waste- 
ful in central and eastern 
than in western Europe, 

partly because it is under- 
priced, and in a number of 
countries It is freq ue ntly In 


short supply- 

standards of treatment for 
drinking water also tend to 
be lower than in western 
Europe. If inadequate sup- 
ply and patchy treatment 
persist, increasing amounts 
of investment may be 
required to ensure the avail- 
ability of acceptable drink- 
ing water. 

Many large enterprises 
once procreated the waste- 
water they discharged. Now, 
as these organisations are 
split np and privatised, 
there is a risk that increas- 
ing amounts of industrial 
discharges, such as heavy 
metals and chemicals, will 
flow directly into municipal 
sewers not equipped to han- 
dle flMffljl- 

Just part of this business 
would amount to significant 
work for the construction 
industry. A report for 
Europe’s environment min- 
isters published in June esti- 
mated the 10 countries 
waiting to join the union 
need to spend about 
Ecul2flbn to comply with EU 
directives. 

Funding environmental 
improvements on this scale 
is clearly impractical. 

Taxes and fines from 
national polluters account 
for 20 per cent of environ- 
mental spending in several 
central and eastern Euro- 
pean countries. 

Western financial support 
for environmental invest- 
ments in eastern Europe has 
actually declined since 1994. 


Environmental loans from 
international flnanrfai insti- 
tutions to central and east- 
ern European countries fen 
sharply. 

Even so, investing along- 
side funds provided by the 
EU or other western institu- 
tions is the way forward, 
says Alastair Fulton of Envi- 
ronment Resources Manage- 
ment, a consultancy. "What 
is driving environmental 
construction forward are 
structural funds and cohe- 
sion funds," he says. 

Construction companies 
are tending to prosper in 
countries where they have 
historic links, he adds, 
although companies mostly 
try to reach partnership 
agreements with local com- 
panies. Scandinavian and 
German companies are par- 
ticularly well placed. 

But, although foreign 
direct investment in envi- 
ronmental projects has 
grown rapidly in recent 
years, companies are highly 
selective about where they 
invest. Nearly three-quar- 
ters of all investment has 
gone to just five countries - 
the Czech Republic, Hun- 
gary, Kazakhstan. Poland 
and Russia 

Foreign companies are 
likely to become more, not 
less, discriminating. If the 
economic problems affecting 
the region continue, the 
shortlist of countries tar- 
geted by western companies 
for env i ro nm ental Improve- 
ments may get even shorter. 
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B-Trac Equipment 
Chepstow Plant Hire 
Chepstow Tool Hire 
Dudley Vale Piling Plant Hire 
Fidelity Plant Hire 
Hawkins Plant Services 
Meadham Plant Co. 
Northway Plant 
Stockton Plant 
Swansea Plant Hire 
Westway Plant 


GE Capital Equipment Services operates one of the largest and most 
modem fleets of plant and equipment in Europe. Our total approach to 
service — breakdown attendance, service vans, on-site maintenance and 
site delivery — enables us to meet the plant hire needs of our customers 
in today’s rapidly growing construction market. 

Experience the best equipment backed by the highest qualify service. 

Experience GE Capital Equipment Services. 
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ong bond jumps after Fed easing 


f J^VERHMENnr BONDS 

By John La bate in New York 
and Khozem Merchant 
y--- in London 

US Treasuries were mixed 
soon after the Federal Open 
Market Committee's decision 
to lower the Federal Funds 
rate by 25 basis points to 5.25 
per cent The 30-year bond, 
the benchmark for long-term 
interest rates, jumped £ to 
105&, sending the yield down 
to 5.112 per cent. 

Shorter-term notes did not 
do as well. The 10-year note 
was unchanged at 107&, 
yielding 4.591 per cent. The 
two-year note was down £ to 
10Q&, yielding 4.45 per cent. 

The fall in the Fed funds 
rate was widely expected in 
the stock and bond markets, 
coming after Federal 
Reserve chairman Alan 
Greenspan's testimony to 
Congress last week. Many in 
the market, however, had 
expected a more aggressive 
move. “The general assump- 
tion is that the next move 
will come at the November 

Austria 

FFr3bn 

SmE 

By Vincent Boland 

The Republic of Austria 
issued JTr3bn of seven-year 
bonds priced to yield 17 basis 
points over the French gov- 
ernment bond curve in what 
Morgan Stanley Dean Witter, 
lead manager, said was an 
Investor-led transaction. 

The seven-year part of the 
OAT curve Is the most 
expensive, with comparable 
OATs carrying high coupons 
and trading at substantial 
premiums. Some bankers 
said the 17-basis point 
spread would compare with 
4 basis points over com para- 


WORLD BOND PRICES 


meeting,'' said Kevin Logan, 
senior market economist at 
Dresdner. Kleinwort Benson 
in New York. 

The cut was seen as impor- 
tant in stabilising global 
investment and helping 
overseas economies. While 
the US economy remains 
strong, recent cuts in credit 
availability, as well as prob- 
lems at large financial insti- 
tutions. are seen as a threat 
to future growth. 


GERMAN BUNDS closed 
slightly higher awaiting 
news from the US. German 
interest rates will come 
under the spotlight tomor- 
row when the Bundesbank 
council meets, but a hint 
that it would not adjust Ger- 
man rates came when Jflr- 
gen Stark, a vice-president 
said there was no justifica- 
tion for a relaxation of mon- 
etary policy in core euro 
zone countries. 


The December bund future 
settled at 213.73. up 0.12, 
with just 247,000 contracts 
changing hands in quiet 
trading on Eorex. in the 
cash market, the yield on 
the 10 -year bund was 0.95 
per cent. 

UK GILTS, extremely sen- 
sitive to sentiment on inter- 
est rates ahead of next 
week's meeting of the Bank 
of England's monetary pol- 
icy committee, fell in quiet 


Dutch to exchange short-dated DSLs 


The Dutch State Treasury 
Agency, which oversees the 
operations of the country's 
government bond (DSL) 
market, is to exchange some 
illiquid short-dated DSLs for 
a single issue of 30-year 
bonds on October 13, 
reports Vincent Boland. 

The move, which the 
agency said might be 
repeated, will sharply 
increase the liquidity of 
30-year Dutch bonds and is 
part of a policy to 


makes 

offer 


ble German bunds, but there 
was demand for French 
franc exposure without the 
full OAT premium. 

The issue attracted French 
as well as German. Italian 
and Benelux region inves- 
tors. "We had a substantial 
number of buyers going into 
the deal," a banker said. 

The REPUBLIC OF ITALY 
took the view that long-term 
bond yields would move 
upwards after European 
monetary union while 
short-term interest rates 
would fall. It launched a 
E300m issue of 20-year bonds 
targeted at mutual funds 
and insurance companies 
prepared to take that stance. 


consolidate the DSL market 
into a limited number of 
benchmark bonds in the 
run-up to European 
monetary union. 

Four short-dated issues 
redeemable between 
January 15 and August 1 
2000, and one Issue 
redeemable on January 15 
2007, will be eliminated and 
holders will be given 
longer-dated paper by 
reopening the existing 
January 15 2028 bond issue. 


The exchange affects bonds 
with a nominal value of 
some FI 14_55bn. 

The 30-year bonds can be 
stripped and delivered into a 
Matif- listed futures contract 
combining German bunds, 
French OATs and DSLs. The 
agency said the increase in 
the amount of 30-year 
bonds in issue because of 
the swap would “strengthen 
the position of DSLs in 
these kinds of futures 
contracts". 


trading while sterling 
strengthened. The catalyst 
for both was evidence of con* 

tinued robust consumer 

spending, which weakens 
the case for a cut in rates. 

The figures showed con- 
sumers borrowed an addi- 
tional £l.4bn in August, 
higher than most observers 
had expected. 

Neil Parker, treasury econ- 
omist at Royal Bank of Scot- 
land. said the data "may add 
some ammuni tion to the 
hawks' case for leaving rates 
on hold" at next week’s 
meeting. 

"Consumers are clearly 1 
financing consumption with 
debt, which raises Questions 
about the timetable for inter- ! 
est rate cuts." said Joanne 
Collins at Daiwa Europe. 

The December gilt future 
settled at 11&36, down 018. 
on turnover of 46.000 con- 
tracts (Hi Liffe. In the cash 
market, the yield on bendi- 
mark 10-year gOts was 487 
per cent, with the yield 
spread between gilts and 
bunds widening to 105 basis 
points. 


New international bond issues 
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"We expect that after the 
euphoria of monetary union 
there will be a readjustment 
of long-term yields. This 
issue was aimed at those 
that believe long-term yields 
will rebound,” said a banker 


at Banca Conunerciale Ital- 
iana in Milan, joint lead 
manager with Caboto and 
J J*. Morgan. 

The HELLENIC REPUB- 
LIC priced its E500m issue of 
privatisation certificates at 


Libor less 10 basis points, to 
yield 3.89 per cent to redemp- 
tion. A banker at Paribas, 
joint lead with EFG Euro- 
bank and National Rank of 
Greece, said the issue 
attracted broad demand. 


Asset-backed formula key 
to success for Ecclestone 

The entrepreneur’s Formula One bond is a first for securitisation 

By Patrick ftnerecn p*v- v - : -4- - ~ with a sharp downturn in 

andVtasttBohnd the international corporate 

rjaaftL » *- bond market. 

Such is Bailie Ecclestone's HB mS ' Thc ,° n «l 55 

reputation as an entrepre- ksw * expected to be ret«t 

neur. that when his Formula single-A. and 

One company announced P9 Hh| recent £'*£ 

, Plans for Vs&u Eurobond R M.M ,0fS ® *"?. JgS 
issue on Monday it was diffi- I g I rated AAA orAA. an d there 

cult to believe the money fiRt §|jf®| bccn " 1 "JfSSLi/reied 
would not be going into new I §& 1 ^t* issuance of bond 

sporting ventures outside below that suggest 

m ^eXE?Inntda One has securitisation uaues such as 

said the money will go into j the Formula One , 

the Ecclestone family trust. |1||H§I W J which are hacked by the 

In spite of this assertion / ' future revenues from the 

there has been plenty of MKMIflCB 1 

speculation about what Mr relatively unscathed 

Ecclestone might do with HBp HR ? ond m r a ?? e -SUEi! 
the funds. Several reports JfglHHSnHIH because of the 
suggested the money was a structure involved in these 

war chest to help him back Benito Ecclestone: unique sale transactions. 

the breakaway European ® a ^ erS «?l. ai0rB i? , i» r ui 

football super league being ship rallying. With running ley Dean Witter, which pul 
planned by Media Partners. Formula One already a together the deal for Mr 
an Italian sports marketing full-time business, it is bard Ecclestone and has repl.wed 
company. to see how he could devote Salomon Smith Barney as 

However, while Mr Eccles- his energies to a new sport his main bank, said they 
tone has had some limited Anyway, speculation were confident a tentative 
contact with, the company in about what Mr Ecclestone recovery in global corpcirate 
recent months, its represen- might do with S2bn is moot, bond markets in recent days 
tatives have played down say his advisers, because the would allow the issue to 
talk of the racing promoter money is not his to spend. succeed, 
becoming heavily involved “Ecclestone has no claim They certainly have some- 
in the project either as a on that money." said a thing unique to sell. This 
financial backer or a broad- spokesman yesterday. “Once week syndicate members 
ranting partner. he’s given it away, he's were hard pressed to cotne 

Another suggestion was given it away. He has no up with a comparable bar- 

that Mr Ecclestone might jurisdiction over the trust or rower to Formula One. 

use some of the money to the trustees." Its bonds are believed to 

buy a top football club. Cynics were quick to point be the first large issue to he 

This month his name was out there was always the backed by revenues from 
briefly linked to Manchester possibility that the trustees. live sports broadcasting, and 
United, which has agreed a whom Formula One will not the deal's complex structure 

takeover by satellite broad- name, could invest some of may put off some potential 

caster BSkyB. but the pros- the S2bn from the bonds in investors. However, if the 
pect of a 66-year-old busi- new business ventures company succeeds in raising 
ness man who has spent his involving Mr Ecclestone. its target of $2bn it will ere- 
entire life in motor racing For example, he still has ate a benchmark Issue that 
wanting to become involved ambitions to develop his dig- will be highly liquid, 
in football at this stage of ital television interests fur- Bankers said it was too 
his career seems unlikely. ther, and this is where some early to indicate whnt price 
Also, people who know Mr believe he could help tbe the bonds would be issued 
Ecclestone point out that he European super league, at, but one said: “I would 
has recently become more which will rely heavily on expect it to trade at a fairly 
involved in promoting other digital broadcasting. large premium to standard 

categories of motor racing. As for the bond issue asset-backed securitisation 
such as Le Mans-type GT itself, its timing looks unfor- deals because of the way it's 
cars and world champion- tunate because it coincides being structured." 


Benito Ecclestone: unique sale 

ship rallying. With running 
Formula One already a 
full-time business, it is hard 
to see how he could devote 
his energies to a new sport 

Anyway. speculation 
about what Mr Ecclestone 
might do with S2bn is moot, 
say his advisers, because tbe 
money is not his to spend. 

“Ecclestone has no claim 
on that money," said a 
spokesman yesterday. “Once 
he’s given it away, he's 
given it away. He has no 
jurisdiction over the trust or 
the trustees." 

Cynics were quick to point 
out there was always the 
possibility that the trustees, 
whom Formula One will not 
name, could invest some of 
the $ 2 bn from the bonds in 
new business ventures 
involving Mr Ecclestone. 

For example, he still has 
ambitions to develop his dig- 
ital television interests fur- 
ther. and this is where some 
believe he could help the 
European super league, 
which will rely heavily on 
digital broadcasting. 

As for the bond issue 
itself, its timing looks unfor- 
tunate because it coincides 
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BOND FUTURES AND OPTIONS 

France 

■ H0T10BAL FRBtCH BOW) WT1MB (M/tTT) FFfSOO.OX 

Open San price Qwnge Mgh Low Eat «oL Opan tnL 
Dec 110.18 11020 +0JH 11032. 110.11 B7.02D 101530 

■ LONBIBON FfiBRH BOND OPTKHB (MATT) 


E*L at Ml QW TJ5T6 An 1557 . fte*w open R, Ota 2Uri Pita <ijD87 . 


Germany 

■ motioml Baawt Bam wiobs gi?o- DMzsqooo iooma at too% 

Opan San price Chang* Ugh Uw Est. vd Open W. 

Dec 113.87 11183 +0m . 11167 11182 07 5211 

Mar 11423 +0.15 0 0 

■ MOTOMflL GBmMI BUM) nmaSIDTO DM250.000 IQQftg ol 100% 

Open Sett price Qwnga Wi Low Est wl Open W. 

Dec 11162 11173 +0.10 11175 11151 247^65 627,148 

Mr 114.15 11421 +0.09 11420 114.13 2/46 12^78 

■ bond nmnes onxws iuffq omssiuioo points of 100 % 


INTERNATIONAL BONDS 


Stile 

Price 

NM 

- CALLS - 
Dec 

Jan 

Nn 

— PUTS 
Dec 

11350 

0.61 

1.13 

137 

058 

190 

11400 

057 

099 

199 

034 

198 

11450 

099 

059 

1.14 

196 

156 


Ett ml tool cm 0 nn a PrattM d«ra oimi tc. caw 5700 pus 4840 

■ MOnOMU- BEBMM BMP (Bflgq FUTUBES (DTB) DMZSQOOO IDQfiia m 100% 

Open S«1 price Charge H£i Lew Ett id Open M. 
Dec 10822 10821 -0.03 10821 108.13 107.781 268.513 

Mar - 10724 136 2.928 


■ NOTIWW. rTflUAU 60VT. BOW pTP) HITOBE5 |tfFQ‘ Lfca aHm 100BW ol 100% 

Open Settprtw Change W0 Low EsL wl Open W. 
Dec 111.18 111.10 -0.04 111S0 111.10 23308 85805 

Mw 11129 -004 0 10 

■ itauah govt. Bom (btp) nmnes options (uffo urazoom loom a ioo% 


Sima 

Price 

Karr 

- CALLS — 

Dec 

Nn 

- PUIS 

Dec 

1118B 

054 

050 

0.35 

0L71 

11168 

030 

057 

051 

096 

11200 

0.15 

048 

056 

199 


EC. ML Htai Cate 24 Puts 24. Pro+oa tefs opts HL. Cate 725 AM 2835 

Spain 

■ HBTBIHAL SHW8H BOMB FUTOBES (IBT) 

Open Srttprfca Change Wgti Low Est wl. Open kit 
Dec 11420 115JJ3 +0.14 115.13 11456 63252 111^20 


■ HOTKHAL 5 TEAH BO.T FUTIfftB (UFEE) £100,000 IQOtia Ol 10046 

Open Sett price Change Hgti Low 
Dec 10725 -0.1 Q 

Mar 107.40 -0.10 

■ MOTIOML IK GM HITCHES FlOgOOfl IQOCbC at 100* 

Open Set] price Change tflga Low 

Dec 11520 11528 -0.18 11185 11521 

War 11SJB8 -4L1B 

■ UNO 9LT FUTURES OPTIONS (UFFE) £100.000 IDOfftt if 100% 


■ ECU BOOT HJTUHeS (WUff) ECU1 00,000 

Open 5flrpits Change Itign 
Dec - 10822 -OjM 

US CORPORATE BONDS 


D>f« We Spread 


Sep 28 

■ unuimi 

fac Bel 


■ RMMCMLS 

fficc 
Banc One 
Madia One 

■ flmsnws 

VlfiKTetSi 
MM Marl 
Barton Hud 


Rati SSP 

dale Ooupn Rating 


07/02 725 AA- 

08/03 7.00 A+ 

Q5/DB 100 BB8 


05/07 8.75 AAA 

08/02 725 A+ 

01/07 720 BS8 


04/99 B25 BBB+ 

05AC 6.75 A 4 

06m 9.70 BBB+ 


Low Est rDL Opan tot 
0 0 


Day's Mm's Sprc 

Bid chgo chga « 

yield yW ytd Govts 


523 +001 -0.48 +054 
172 +0.10 -025 +223 
5.67 +0.01 -0.42 +128 


5J8 +002 -056 +0.79 
525 - -0.50 +096 

101 +0.0T -0.4B +1.42 


527 +097 -0.40 +T25 
4.88 - -026 +0.49 

6£4 +024 -OlB +120 


FHLMC 04/07 7.14 N/A 113/W64 5.16 +021 -020 +027 

5LMA 03/00 7.50 N/A 1032726 429 +001 -037 +046 

FNMA 02/18 095 KM 137.1858 5.74 +004 -0.08 *020 

FH» 06/E6 195 K/A 1232165 5.13 +002 -028 +026 

'■WHTO9 - 

BtDM Cant 02/m 9.88 B 942000 DOO 

AKS8 12/Dl 9.13 BB- 101.0000 000 

pacalla 06/D4 ID. 75 B- 872000 OOO 


Nt Btatep Stanead a Poorsoteae. Wta Mr 

US INTEREST RATES 


Treasury BSs an) Band Yields 


Oneneott - Two year 4.45 

Mete rata 8Ji Ttoo no* - Thne rear 4.40 

Bratar ban rata 7J» Thrwmontti — 4.44 Fbeyear 4.41 

FedAmde 5ij Shnonb — 4 a in-year <ei 

F/dJunds ethtownUcn - One star — 453 30-Jw 5.14 


UK BONDS 


FTSE Actuaries Govt Securities 


Price kdae 
UK Bit 

1 Up to E yewsfia) 

2 5-15 years (20> 

3 Owr 15 yean (4| 

4 IrafeemaMa (4) 

5 Alstocks (46) 


Sep 29 change 1 * Sen 2p Wang 

12097 -0.03 12191 115 

172.09 -0.11 17229 105 

226.52 -024 22728 143 

30795 -0.47 309.41 324 


Accrued xd adj. 
tanrea ytd 


■ GURD DM 
BB 

Spate 

Pt*p Monts 
FMandFRN 

■ fimom 

Austria 
Abbey Nat 
Cred Fender 
3WFW 

■ BM0URA 
BB 

Abbey Nat 

WtatDbnev 

BBFBN 

■ SJROE 
B8 

Drecdner Bk 
Brtttab Gaa 
Abbey Na FUN 

■ BIROS 

Hft 

ABN Amp 

Qu*ec 

OdcnpBW 

■ Bmocs 
Barer L-Bk 
Torarto 

Bad Canada 
Deutsche B FUN 

■ amorai 
Wort) Bank 
Spah 

&W Fonder 
Hafy FflN 


Red 


SAP 

BH 

BM 

chge 

age 

V 

on 

Coupon 

Rung 

pna 

yw 

fid 

fid 

Carta 

02AJ7 

5.750 

AM 

110.7200 

420 

-002 

-031 

+0.15 

01/07 

5.750 

M 

11IX07D0 

497 

-0.D2 

-0.17 

+092 

03/04 

5975 

A 

1039700 

4.3 

- 

-031 

+073 

09/02 

3531 

M 

100 4599 

31T 

_ 

-017 

-051 

01/04 

5 500 

AAA 

1074800 

386 

-004 

-0.18 

♦0.15 

02/04 

5.000 

AA 

1099700 

402 

-002 

-016 

+D3I 

02/04 

9.125 

A 

123.1300 

492 

-002 

-093 

+0.51 

12/01 

3.61? 

M- 

99S467 

349 

- 

-0.11 

-0.11 

02/07 

7500 

AAA 

1185300 

4.31 

-042 

-092 

-007 

me 

6500 

AA 

1085000 

4.W 

- 

-097 

+0.10 

08/00 

8525 

A 

106.7000 

4 47 

+0.17 

+0.15 

+056 

03/01 

4.743 

AAA 

100.1203 

3.65 

+0.02 

-093 

-090 

12/07 

7.625 

AAA 

11ZBB00 

5.77 

•004 

-an 

+094 

12437 

7.750 

AA- 

1079040 

667 

_ 

+042 

+1.74 

03/00 

7625 

A+ 

1019838 

665 

+045 

-033 

+098 

02/02 

7500 

AA 

100.1145 

599 

+0.02 

-aso 

♦0.03 

04/07 

7950 

AAA 

113.5900 

593 

+043 

-050 

♦0.65 

06/07 

7.125 

AA- 

108.7535 

591 

+042 

-0.10 

+194 

01/07 

7400 

A+ 

1069285 

544 

+002 

-0.10 

+1.07 

02/04 

5.750 

A+ 

1009033 

599 

+042 

+ 0.20 

+093 

08AM 

9500 

AAA 

119.7237 

5.47 


-094 

+0.14 

05/04 

6500 

AA+ 

1149023 

592 

_ 

-091 

+0.09 

07/B9 

10525 

A+ 

1039357 

529 

- 

-7.19 

+0.96 

0OT2 

5475 

AA+ 

101.1343 

595 

+003 

-052 

+034 

03/02 

5950 

AAA 

1165053 

098 


-014 

-003 

03/02 

5.750 

M 

117.7692 

057 

- 

-012 

-004 

06/02 

4.750 

A 

1139372 

104 

- 

-0.14 

+0 43 

07/99 

0J27 

AA 

1009145 

041 

- 

-0.10 

-096 


Sane- Mnatn ttatWFT Mmu 


7.66 5 yn 
7.34 15 yts 
820 m PS 
9 -67 irrwtt 
7.85 


Santee s Poors rrimji nett: Lscta natal eauMtaiWni tetta. 


UK Indices 

- Low coopoo yield - -Medium ctKqxH yktd- — Mgh coupon ytaW — 
Sep29 sep2fl Yr.ago Sep 29 Sep28 rr.ago Sep a Sep 28 Yr. ago 

524 522 B.47 520 528 626 522 520 622 

4.71 429 6.44 4.87 4.B5 624 4.91 4 B8 8.56 

423 4 60 6.44 4.85 4.82 627 490 428 6.56 

490 428 6.69 


I .In n.iii .ri — LriJilluu 6% ■— — mnanon tea — 

"”~ a *T — Sep 29 Sep 28 Yr. ago Sap 29 Sep 28 Yr. ago 

6 UptoSywraE) 22022 OJJB 22028 1.17 436 TZ TT ~ “ ‘ 

7 Owr S reare® 237.86 0.11 23720 1.47 5.08 222 IS 4 w 5 » nli ^ 

8 AlaBdapi) 234.46 110 23422 1.42 491 5 m 222 *-52 332 132 133 111 

Mnge grata ndtaeawi jtaba n M> etm Oxfoa Bome U»re OVW % Mean evtCWt MgK 11% and mir. f Rai jtekl rtl Tear ta daw 

FT Fixed Interest kuflees 

5ffg_saa_apa_sapj4_ ^23 iriga w Is# Sq.29 Swa Sep25 Sh. 24 See n Yrago Hgir t*- 

6nt5«.m 11221 1123a 11152 110.78 11191 1 «U* 11238 9131 Rmi Intant 15177 1 S 177 i S 1 u> 


—• Inflation 10* — 

Sap 29 Sep 28 Yr. age 


2.10 £11 £53 
£32 293 111 


-YIeK- .. 52 week- 

Wt W Red Pitcat+a- Ijgn tew 


EsL ml 

0 

D 

Open H. 
1874 

0 

StmarUtasepbiRn tare} 

TmlS^pc-ae 1550 

Exhitaciau^ 11.62 

TrBta9'jpctaaa a« 

TrereR^ Ratal 099 

741 

650 

lOOtf 

ins 

1000 

100*i 

ESL wl 
46S72 

Open im. 
145634 

Trees IViK 1896 1026 

Treaftcins 6 02 

Cam KF+pc 1S99 &JE 

858 

841 

6.15 

102ft 

3% 

104ft 


— 107!I 
105A 
-A HEU 
--- IMA 
-i 107Ai 
I05i\ 
-i> BBS 
-A 10BJJ 


Strte 

Price 

Nn 

— CALLS - 
Dec 

Jan 

NOV 

— PUIS - 

D«c 

Jaa 

11500 

1.10 

194 

140 

0.74 

1 . 1 a 

1.24 

11550 

niw 

191 

193 

099 

MS 

1<47 

11 BOO 

094 

1.13 

199 

198 

1.77 

1.73 


ES. « W Cata 5900 PUB 655. RMIU daft open ML Ml 4I14ti pub 3659 


US TREASURY BOO FUTURES fCST) 5100900 32nda Ol 100% 


OpM 

Utut 

Chttge 

Ugh 

Law 

EsL fd. 

dpm Idl 

129-20 

129-16 

- 0-01 

129-22 

129-14 

519,79 

709.609 

120-08 

1*9-05 

- 

129-09 

129+03 

3.420 

72,051 

128-22 

128-22 

+0-02 

128-22 

128-22 

80 

737 


■ MmONAL LONG TBW JAPANESE COW. BOW) FUTURES ftffq YlOOm IDOfe a 100% 
Open Owe Chanpe Mgh Low Eat vfll Open int 
Dec 138.45 13892 13893 138.45 601 n/3 

Mar 137J4 137.74 137J4. 137.74 j nte 

* urn Ham Nee tut# on apt. Al op» Mm Igi n lor araitea ay. 


lreasBijpe 2 flM — 825 811 103 -£ iDMt 101 H TrenSocWQ 636 494 I25jj 

Cow 9*2000 866 6.12 1Q3B -i l(5i 1IM1 7r«854iK2009 L38 489 107, \ 

Tmllpexxn 11 S4 S* lllft -/, lis'z HOB Tress GUec 2010 U 8 491 H 2 i 

Tnai 8 pc 2 flQ 0 768 53D 4 10M5 10 W, Cow9pcLn!B11 tS3 4 96 ISJfi 

Iran Fig Ra» 2001 — - - 1004* +J* 10D\ 1007, Tnu9pcW12 843 496 140 

1 te»lODC 2 an 4.14 5.71 109,1 1 ( 02 , i(J7i TraaS'iK 2008-12 _ 5.18 «0 106A 

Carr 8 %* 2 tm i 80S 590 109& -i 109,; KS4J Tnttar8pc20ia 695 493 132i 

GottvMuJc 2 nn — f 895 591 110 A MOIJ IrSB74ipe 2012-15 6.12 495 128Q 

Tress Tpc 2001 6.72 5.71 10K, -}, IWd 89ft 

WiltalBM * 1193 728 101JJ 101U 

OmUram i 872 536 l!4g -i JMfl \m - - ■■ 

Tress 7pc 2002 &S 4 555 > 1 inci, ,««. , 

CBUSlaicZOOE i 835 595 113*1 nJft 104 3™°?? HS tit 

Den 9\pc 2002 147 540 USA -v 1117 tins Trt*s 8 Ai 0 catKT 5.92 495 1474i 

2 m 5« S Ia 13A uu “>«P caniwi^j* 694 506 172ft 

£ !S!St S{:£® — % ssi 

Tvmapcmn— - r.ia 120 i»ij -Amu imji Tr * I,E ® c:a28 497 123, 1 

Trull 0pc2DTO 831 595 120JJ -i IZBtt 114*. 

TiW I34rpe 2000-3 — J 12.15 5 93 713,’, -A 117ft 11?A 

RnteRBMiYm SnSta SU - 784 

Trbs 6<gfic2003 6.12 5.11 108* -A lOfift 100>i MfLo»3i»e 485 - 73>a 

TnMilijpe 2001-4 — 1017 573 1134 -A 114* ITOrl Qnr 3^-61*. 393 - BM*M 

Treasltacsooi 1 &16 531 1224 -4 12 +s, ,151} DwfceWAn 132 - 56W 

ftrthgSigpcHSW-. 1 ST 4 10 BGft WA 870 teaobC^ne 4J8 -SUM 

Cow 9<2PC3W. 790 594 127ft -i» 1221* 114A Traacl’rpe.— 495 - 50W 

• -TW riD* a II( an at Ita-tree » o+reuiMb on erefcoen E Ma teeta. a) E> dMdent CwMd ntaHmow m t 
nfateW hr HS8G Ssami tan Bane (4 tagond Oatag pncei f taMhn price 


Treat eliKSXM 

100 Q»r9>9pc2005 

ran Ejourtpcara « 

mil Tn*l2ijpera»-5 

loti,’, Tres 5>2K 2005 

Iflza Cdrw 9%pc20OE * 

102>* Tran 7lzse 2006 

S8A Jrazs rl+pc 200 G 

'133*1 Trees 8PCM02-B 

Treai 1 1 Vpc 21XJ3-7 ^ 

Tros S*iUC 2007 

Tub 7<ik 2007 

Trass 13'enc 2004-8 . -4 

This 9pc 2006 

101ft Trias 8CC 2009 

llEf} Ties 51riX 2009 

nog tress 64 k 2010 

1 CCA CooiJpetalSni 

1004 ’•“VIS'l 

1074 TbbJ'jK 2008-12 — 
10641 Tret 8K El s 

iff* Trees 74ipe 2012-15 

99S 

101ft 

10 W 0*«rWeaiYiBra 

Trias 8pt 2015— 

SS Tree* 8 *»k 2017 

Jl™ Bdi Upc 2013-1 7_jf 
JSP TreafccJDSi 

Imu 

114*1 

1124 


_ field-. 

in Red Prtae . 

622 MD 1084 

7.70 523 123*1 

896 526 1X1* 

943 3.18 I3Z1; 
708 5.13 120 

7.45 595 130ft 
846 506 1184 

682 512 117 

733 5.43 1091*4 

8.48 544 123ft 
885 597 124,’* 
&1B 492 1174 

9.71 522 1394 

694 499 13lft 

836 4 34 isft 

528 499 107’ 
858 491 H2A 
tS3 496 137ft 
6.43 496 140 

5.18 4J0 10GA 

695 493 132A 
6.13 495 128ft 


-*s 10#D 
-*i 1230 

-*1 1300 
-*S 132S 

-A 12M 
-A 131 U 

116*s 
-A II7U 
-A its* 
-A 123ft 
-A 124B 
-A H7’« 

-■e IM'j 

-A 731 !i 
-A 125B 
-A 107ft 
Si ill A 
-A 

-*« 1404. 
-H IMA 
-A 13213 

-A 12«1 


--WI. . 5! week _ 

ID glftWE +ar- Iteh Low 


tadu-UaMd 

2*jK“a_- . 

2'jpctn — 
2>gpHB— . 

4JjpC U4 — . 

2peM 

2>2pe 09—. 
SllBC'll 

Jhnc'ia — 
fliw'w— + 
— 

2l»c-24. — 
4*SK'3D...... 


1.75 £7D 194,; 
292 331 200ft 
£73 2.98 20Hi 
259 280 1294 
£58 £73 219ft 

IX ItS 2014 
2S5 285 2124 
£53 261 177ft 
£51 259 194ft 
251 2SS 191 \ 
£«7 253 163*b 

£44 249 ISIS 


— 1SSA 18SU 
+S 201S 1924 
*t, 2D0Q 1594 
+4 129ft 122,1 
+,1 22(13 201 U 
+4 2C3J1 18SS 
+A M5A 191 
+A 158,’, 
+A 197S 1704 
*& I95>i 164S 
+,; 1ST 1 * 1 37ft 

+S 185 mil 


H Hp»« 41 uHhn rinw FPI use ta Meries pa g hmm n» <a 

1 raw in£ ^ f®’ 1 »•*»«»'»» 1595 Wta Am* 


595 *M 1361S 
192 495 147* 

894 506 17212 
554 4J7 144ft ‘ 
487 497 1234 


Other Fixed Interest 

*50fi 

"Sft . Yuri.. 

***** In fad Print +ar- 

«MDe»i0Spsa09._ 781 S.69 U4U 

SMSES?-— ‘« 


UadelSSpnldiis ong - u&tid 

57A hwl_ B03 - 5S 

52J1 LCtape-M/dt 6JB - » 

68|| Uawwerl I'jpt 2007. 819 iTOuni.w 

4143 «(A».3taV 337 5M » 

Mft HWeMgk»KLaS1. . 

3S 4MK12W4 . 

per 9KB Mnhai el taaek. ^npeoM net MetLMB n 


_S2wk„ 
HWi taw 

!*% 125ft 
152ft Wh 
Wj IMS 

a « 

80 47 

140*1 128*} 
89 84 

1B7S 172S 
1B7S 147V 


iex: 


>• »,-■ 


; T 4»ns 


v . a *X» i, 




Xr***G' 








ft****, 







W,; 

*'*% cJ&te 
'\ 


0^ j*j l> \£U> 


TaTmT, 


>s 


FINANCIAL TIMES WEDNESDAY SEPTEMBER 30 199S 


Ecc 


CURRENCIES & MONEY 


Zr* 


Dollar volatile after Fed decision 
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and Andrew Bails 

The OS Federal Reserve's 
decision yesterday to mafce a 
small cut In the Fed. Funds 
interest rate left the foreign 
exchange market disap- 
pointed. 

The market had priced in 
a cut by as much as half of 
one percentage point, based 
on short-dated interest rate 
future contracts. But the 
Fed’s decision to cut the offi- 
cial rate by Just 0.25 percent- 
age points, and to leave the 
discount rate untouched, 
caused the dollar to gyrate 
wildly as traders weighed up 
the options. 

In a statement, the central 
bank’s open markets com- 
mittee said: “The action was 
taken to cushion the effects 
on prospective economic 
growth in the United States. 
of increasing weakness in 
foreign economies, and of 
less accommodative fin an- 


POUND SPOT FORWARD AGAINST THE POUNO 


clai conditions domesti- 
cally." it was the first time 
the Fed had cut rates since 
January 1996. 

Marc Chandler, foreign 
exchange analyst at Deut- 
sche Bank Securities in New 
York, said: “In March 1907, 
when the Fed last raised 
rates, they said it was cau- 
tionary tap on the brake. 
This was a cautionary tap on 
the accelerator. 

“This will not be enough 
to satisfy the markets. Many 
people think the Fed is fall- 
ing behind the deflation 
curve." 

But Avinash Persaud. 
head of currency research at 
J-P. Morgan in London, said 
the decision not to move the 
discount rate was an warn- 
ing to the markets. 

“It is very important that 
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the discount rate was not 
cut - that would have sent a 
signal that the Fed. was err- 
ing on the side of further 
cute to come," Mr Persaud 
said. 

“The Fed is signalling that 
it Is concerned about the 

international economy. But 
speculation has been sub- 
dued by keeping the dis- 
count rate unchanged." 

“A 25 basis point cut was 
the most likely size of the 

move, given the US Fed is 
walking in uncertain terri- 
tory, with the dichotomy 
between the international 
and domestic economy." 

Earlier in trading 

had been very subdual as 
the market awaited the Fed's 
decision. The dollar had 
closed at DM1.678 against 
the D-Mark, little changed 
from the previous day. 
Against the yen it was Y2.4 
weaker, at Y134. 

■ The US may have cut 
interest rates. But this does 
not mean that investors 
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should expect co-ordinated 
G7 action. 

When Alan Greenspan ear- 
lier this month warned of 
the risk that international 
turmoil posed, the Bundes- 
bank waited a day to say 
that Germany would not cut 
interest rates - even if the 
US did. 

This time round, the Bund- 
esbank got its retaliation in 
first. Juergen Stark, the 


hank's vice-president, mmip 
clear that there was “no 
necessity to discuss" lower 
interest rates in Germany or 
the core countries of the 

euro-zone, before the FOMC 

met, indeed before the US 
was even awake. “At the 
moment in Europe we have 
historically low rates," he 
said. And that was the end 
of the matter. 

■ There is more hope of a 
cut when the Bank of 
England's monetary policy 
committee decides on inter- 
est rates on October 8. 

Following September's 
meeting, many analysts 
thought the MPC mirrored 
Chairman Greenspan’s 
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words that the balance of 
risks was moving away from 
domestically-generated 
inflation to disinflation 
imported from a turbulent 
international economy. The 
MPC kept interest rates on 
hold at 7.5 per cent last 
month. But it signaDed that 
the the next move would be 
down. Now the Fed has 
taken the plunge, lower UK 
rates cannot be far off. 

■ The most likely benefi- 
ciary of China's decision to 
repatriate foreign exchange 
holdings back into the ren- 
minbi is the beleaguered 
Hong Kong dollar. It fol- 
lowed the earlier announce- 
ment of foreign exchange 
controls. 

While most analysts 
expect the direct conse- 
quences of the move to be 
small, it may allow the Chi- 
nese government to lower 
domestic interest rates. That 
would help domestic demand 
and ease the pressure on the 
Hong Kong economy. 
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Welb Fargo & Company 
us$ 2 oaooaooo 

Fkatteg rare subortSnared 
notes due 2000 
In accordance wich che pn wte ni 
of ihe nates, node* Is hereby 
£7*«i thztfor the interest 
period 30 Septem b er 1 998 to 
3^ October 1998 the not* vv3 
carry an incerea rase af 55% 
per annum, incerea payable on 
therttawvKtezerettpajrmaan 
data 30 Ooober 1998 vrd 
amount n US$4543 per 
US$10,000 note and US$229.15 
per US$50400 nose. 

Global Ajency and Trent Sanrice*. 
Odbank. NA, London 
30 September 1999 

CfnBAN<& 


FCKUSb®* 

Fokus Bank A^, 

U5J75.000000 
ScAortBrated Boatingme 
notes due 2004 

Nonce Is hereby ^vendor 
far the Interest period 
30 September 1998 * 31 March 
1999 the notes wfll carry an 
Interest rate cf 6.4% per annum 
and ihat the Interest payable on 
the relevant hteresr payment 
dace3l March 1999 wK amount 
to US$32156 per US$10400 
note and US$123556 per 
USS 100400 note. 

Global Agency and TrtwtSerAoa, ' 
Orftank. MA. London 


30 September 1998 
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•hen you open a new account with UuMfeldock. 

At Und-Vlfcldodc, the woH* largest ckscouru futures brokerage 
(km, we provide the ben tools to help you trade on your own. 


UH0-VJALD0CK IHTR0ACC0UNT 


■ Charting Service 

■ Futures Magazine 

■ Market Analysis Hotline 

• Order Placemen: Gwde 

> Traders Docount Catalog 
1 and more! 
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taenhun. nducfng wchmga (e* 
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ONLINE TRADING 


Real-time access to your account Place orders far all U5. futures 
markets. Stracght-co-the-floar order muting option! 


MARGINED FX 


Global foreign exchange spot and forward currency transactions. 

LDSD WALDOCK & COMPANY 

DLPtKAWT BOUSE - 8-1» CWSWll ST. - LOHDOW KIT *UQ 


PDr information In the UK call: London; 0171-247-1701 

0800-262*472 0ermai, y ! oiswiaioo 

V . V. T. 7 1 ^ Austria: D6 60 73 25 

wwwJtod-wal dock-corn rnn». oaMuaitc 


Futures trading involves the rak 
of loss, even greater than the 
ortgmal investment May not be 
statable far alL 


London; 0171 - 247-1701 
Germany: 0130-618100 
Austria: 06 60 73 23 
France: 08 OO 90 63 43 
Switzerland: OB OO S 3 83 36 
Belgium: O 800-164 44 
Netherlands: 06 - 022-7580 
Sweden; 020-793176 
Spain: 90 D 9 64446 


TN. *d Md and jfymd by UnMUM A Conpoy hem aagtaMd fa Sfit. rx 
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U.S. $150,000,000 

Subordinated floating Rate 
Nttaea Duo September 2005 

Notice b hereby tfven that the 
Rate of Interest far the paied 
Seplante 30, 1806. to Daoanfaer 
ffl, 1938 has been (bad at 55% 
end thjri the Merest payable on 
the relsvart Interest Payment 
Date Decanter 30, 1988.ageinBt 
Own No. 21 in respect of 
USS5400 nocrinal of tie Notes 
*aS be USS89 l 51 and in rasped of 
USSmDOQnamiraicfl 
the Notes wi be USS1,3904a 

SbWAganty end TnR Services 
OBbw*,WA tendon 
September 30, 19M 

CmBAfKCF 


m KAJIMA 
CORPOF 


CORPORATION 


The English version of the Annual 
Report and Account for the year 
ended 31st March 1998 have been 
published and may be obtained from: 

Kajima Europe UK Holding Ltd 
Grove House 
248a MaryUbone Road 
London NW1 6JZ 

Barclays Capital 
5 The North Colonnade 
Canary Wkaif 
London E144BB 
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COMMODITIES & AGRICULTURE 


Brazil is 
crucial to 
prices, 
says GNI 

By Pad Sohnan 


Brazil’s economic future is 
the key factor in the 
fortunes of world commodity 
prices, according to analysts 
at GNI, the international 
commodities broker. 

The country’s measures to 
tackle its trade deficit and 
the threat of a devaluation 
In the real will have a big 
impact on commodity pro- 
ducers and prices, GNI said 
in its latest Commodity 
Perspectives report 
Brazil is Latin America's 
biggest economy and the 
ninth largest in the world. 

It is the biggest grower of 
coffee, but also produces and 
exports substantial amounts 
of other commodities such as 
sugar, soyabeans, cocoa, 
coarse grains, tin, alumin- i 
ium, gold and tobacco. 

"While [Brazil's] trade def- 
icit would clearly be 
improved by devaluation, 
many of the current prob- 
lems revolve around cyclical 
falls in commodity prices 
(soyabeans, sugar and cof- 
fee),'’ GNI said “Devaluation 
would therefore help the 
long-term expansion of these 
sectors, but would do little 
to boost volumes in the 
short term, and would proba- 
bly tend to weaken interna- 
tional prices." 

On coffee. GNI said the 
New York market had stal- 
led. largely because of uncer- 
tainty over Brazil’s 1999-2000 
crop. “Should a lack of rain 
de cimat e output in the key 
growing state of Mina Ger- 
ais, then the global market 
would look distinctly posi- 
tive," said GNI, adding that 
a slight fell in yield and a 
drop in consumption in 
developing nations could 
bring a big surplus. 

Brazil is also crucial to 
cocoa price prospects. 
“Whether there is a devalua- 
tion or not, a recession Is 
virtually assured, which 
means that consumption will 
suffer,” said GNL 


India sets new season cotton export quota 


By Kuna! Bose 

The Indian cotton season 
begins tomorrow, with as 
many as three estimates for 
the 1998-99 crop - ranging 
from a conservative 16m 
bales of 170 kg each to a 
record 13m bales. 

In view of the possible 
bumper harvest, the federal 
government has set an 
export quota of 500,000 bales 
for the new season compared 
with exports of more than 
400,000 bales in 1997-38. 

It wants to make sure 
reports of a bumper crop do 
not cause any big fell in cot- 
ton prices when marketing 
tbe crop begins in Novem- 
ber. In the event of a record 


crop, it wiB release further 
cotton for export 
However, the Indian Cot- 
ton Mills Federation thinks 
fears of cotton prices collaps- 
ing because of a good har- 
vest are not justified 
Deepak Parikh, chairman 
of the ICMF. said: “The deci- 
sion to export before the 
start of the season is highly 
disturbing. We have pleaded 
with the government that 
export quotas should he set 
only after a proper assess- 
ment of supply and demand. 
We still do not have any pre- 
cise information about tbe 
1998-99 crop. What we know 
at this stage Is that there is 
boll worm attack on the crop 
in five districts of Punjab.” 


Anil Jain, managing direc- 
tor of Indo Count Industries, 
a spinning company, says: 
“The cotton crop forecasting 
system in tbe country Is so 
Sawed that it Is only at the 
end of the season that we 
come to know tbe exact vol- 
ume of production. At the 
beginning of this year, we 
were told the crop would be 
17.2m bales. After several 
estimate revisions, we know 
the 1997-96 crop is 15.326m 
bales, including 575,000 bales 
of loose cotton. This being 
the situation, the govern- 
ment should be cautious in 
releasing cotton for export" 
Mr Jain said the country 
will start the next season 
with “stocks of 2.213m bales. 


Farmers battle to dredge 
a living after the floods 

Agriculture and industry have been badly hit by the weather in ' 
Bangladesh. David Chazan examines how the country is coping 


the lowest in a. decade. 
Therefore, we need a much 
bigger crop in 1998-99 for the 
textile industry to be aide to 
sustain normal production. 

“1 am worried about the 
falling quality of Indian cot- 
ton. The government-consti- 
tuted technology mission for 
cotton should focus on qual- 
ity improvement and it 
should have. -the', quality 
parameters of foreign cotton 
as a reference point" . - 

The East India Cotton 
Association, the leading 
body of traders, expects the 
country to harvest a record 
18m bales in 1998-99. The 
area under cotton is . up by 
more than 200,000 hectares 
to 9.04m hectares. 


llPPii 


A s the flood waters 
recede in Bangladesh, 
the extent of the dam- 
age to the country’s agricul- 
ture, industry and infra- 
structure is begi nnin g to 
become apparent 
Fanners have been worst 
hit. with much of the rice 
crop and probably half of the 
next one wiped out Jute has 
also been affected, and there 
will be same losses in gar- 
ments exports although 
economists say they may not 
be as big as feared by some 
manufacturers. 

About 250 of the 2,000 gar- 
ments workshops in Bangla- 
desh closed for periods vary- 
ing from a few days to two 
months, but most have 
reopened and are struggling 
to make up for lost time. 

Congestion in tbe port of 
Chittagong caused by the 
closure or tbe flooded road to 
Dhaka, the capital, and con- 
tinuing transport difficulties 
are slowing export ship- 
ments and fabric imparts. 
The floods have led the 


government to announce a 
farther postponement of its 
long-delayed process of 

awarding production-sharing 
contracts to exploit afifehore 
gas fields - perhaps the 
country's biggest hope of a 
more prosperous future. But 
industry sources say the 
flooding may not he the only 
reason: the government is 
still considering on what 
terms the contracts should 
be negotiated. 

The World Bank and the 
Asian Development Bank 
expect growth in gross 
domestic product to fell by 
at least L5 per cent to about 
4 per cent for this fiscal year, 
2 points below the govern- 
ment target of 6 per cent. 

The current account defi- 
cit Is likely to widen to 
about 3.5 per cent of GDP, up 
from 1.9 per cent last year, 
because of the need for addi- 
tional imports such as grain 
and other foodstuffs. 

Foreign exchange reserves 
are also expected to come 
under pressure, but the gov- 


There has been a fell of 
nearly. 10 per cent In the 
land under cotton in the 
northern Indian .states., of 
Punjab and Haryana,.but the 
farmers .In Gujarat and 
Andhra Pradesh, the conn- 
ay's two largest cotton prod- 
ucing states in the west and 
south, have more than com- 
pensated by expanding their 
cotton ' fields ' over much 
larger areas. .. .. 

CA Galiakotwala, a large 
trading houses has con- 
ducted field surveys of the 
main cotton growing cen- 
tres. It projects a crop of 
17.355m bales for 199899. 

In most, areas, good rain 
and frequent warm, clear 
days have helped bring on 


excellent- growth of plants. 
Flowering nearly 15 per cent 
higher than normal has been 
seen in most fields. . . 

However, agricultural 
experts- say the final , out- 
come win. depend on what 
the weather is like until the 
end of October. The mop was 
damaged Jast year by rain in 
the .winter, months of 
November and December. . 

Industry officials say they 
are not able to take a view of 
future, cotton prices in tbe. 
absence of a. “scientific crop 
forecasting ; system”. They 
.want India to follow tbe US 
way of monitoring the cotton 
crop, where more use is 
made of satellite systems 
and field surveys- 


Oil eases 

as US 

facilities 

restart 


eminent is negotiating a 
8330m emergency loan with 
the International Monetary 
Fund and the World Bank. 
The government says the 
flooding has damaged nearly 
10,000km of roads, and has 
estimated the probable cost 
at about $300m. It has 
appealed for more than 
9900m emergency and reha- 
bilitation aid. 

The response from donors 
to a separate United Nations 
appeal for more than $200m. 
most of it for emergency 
relief, has been fairly swift. 

. The government says 
more than 8170m has now 
been pledged. But the donors 
want more details about the 
government’s plans for reha- 
bilitation and reconstruc- 
tion, although it is expected 
to tike another week before 
a clearer picture emerges of 
the effects of the worst 
floods in Bangladesh in liv- 
ing memory. 

But the lending institu- 
tions have made clear that 
they expect the government 



Rood of despair. A cftSd takes goats on a banana raft In search of high ground In Rangpur Reuter 


to help finance the recon- 
struction. Lending Institu- 
tions are expected to ask for 
greater accountability in the 
use of rehabilitation funds, 
as well as guarantees of effi- 
ciency in the implementa- 
tion of programmes. 

Some development funds 
pledged for Bangladesh 
before the floods have not 
yet been disbursed because 
of the government’s past 
refusal to accept such condi- 
tions, and the World Bank 
recently Informed the 
finance ministry it was 
strengthening its monitoring 
systems to prevent corrup- 
tion and "leakage” of funds. 

With 3.4m tonnes of crops 


damaged, the. government 
has predicted a food shortfall 
of 4.3m tonnes this year, 
more than double the usual 
deficit of about 2m tonnes. 

It has announced plans to 
give farmers soft loans 
amounting to about 8700m. 
double the normal agricul- 
tural disbursement, but the 
lending institutions are not 
sure where the money will 
come from. They want the 
government to use its own 
funds rather than relying on 
the banking system, which 
has hear severely weakened 
by the banks’ feflure to col- 
lect bad debt, with loans of 
$3 bn in default - one third of 
outstanding credit 


The government has made 
a preliminary estimate that 
losses in . jute production 
from flood damag a will be up 
to $74m, out of annual for- 
eign curre ncy earnings from 
jute of 8280m. 

Exports will be slowed by 
the damage to roads. Tea 
may also be affected by the 
transport problems, but the 
plantations, mainly in tbe 
north-eastern district of 
Sylhet, escaped the flooding 
which engulfed two-thirds of 

Rangiarigah. 

Economists at the Asian 
Development Bank expect it 
will take Bangladesh two to 
three years to recover and 
rebuild its infrastructure. 
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By Robert Corzine 

and Paul Sakaan 

Ofl prices softened yesterday 
because of a combination of 
weak technical factors and a 
resumption of operations at 
some of the US oil facilities 
that bad been shut down in 
advance of Hurricane 
Georges. - - 

The bellwether Brent 
Blend futures contract for 
November delivery was 
quoted at S14 .31 In late trad- 
ing on London’s Intema- 
tinrwl Petroleum Exchange, 
down 4 cents on Monday's 
close. 

Traders said the crude 
markets were also seeking a 
new directum from the latest 
weekly inventory data due 
to be published last night by 
the American Petroleum 
Institute. 

Gold traded cautiously, 
yesterday, with the market 
lacking firm direction ahead 
of the outcome the US Fed- 
eral Open Market Committee 

TTl Pfitplg . 

The precious metal has 
rallied in recent days on 
indications that the FOMC is 
likely to cut US interest 
rates. 

- The afternoon price “fix" 
in London was $296 an 
ounce, slightly down on the 
morning's fix of $296.85 but 
up on Monday afternoon's 
level of $292.25. Later in 
Europe, gold was quoted at 
8297. 

Among base metals, only 
nickel showed any signs of 
movement in a quiet day on 
the London Metal Exchange. 
Nickel for delivery in three 
months closed at 84,125 a 
tonne, up 835 on Monday’s 
close. 

On the London Interna- 
tional Financial Futures and 
Options Exchange, robusta 
coffee futures fell, the bench- 
mark November contract 
closing down S23 at $1,660 a 
I tonne. 
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ACROSS 

1 Close drier - point out 
one’s working late (5,3) 

5 Bill boards a coach, per- 
haps an old 9, 7? (6) 

9, 7 down Put briefly, copper 
would do for the leads In 
this marhinn (8,8) 

10, 22 down Conquering lan- 
guage problem after using 

. OH English? (6,6) 

12 Freezing ship's security, l 
sank 'er, so It's said. (3-fi) 

13 Break out in a temper, 
uptight (5) 

14+ 21 across Leo, perhaps, 
given autograph by celeb- 
rity (4,4) 

16 East end criminal, one of 
those into pot? (34) 

19 Whore journalist may 
work. In theory {2,6) 

21 See U 

24 This braad is mine, thank 

' you (5) 

25 Fellow interrupts Cordelia, 
terribly heated, in a way 
(4$) ' 

2? See 2 down 

28 See 18 down 

29 Look for respect (6) 

30 Speaks shaxply. given sto- 
len photo (8) 

DOWN 

1 Game of cards with family 
- it's rolled up for dinner 
(8) 

2, 27 across Some knitting 
circle holding up socks? A 
bit of a pain! (6.G) 

3 Spike’s old character super- 
seded by 10, 22? (5) 


4, 21 down Hot-seat possibly 
involved with rain and 
wet? (7,7) 

6 One should return as 
Romeo, playing in fringe, 
maybe (9) 

7 See 9 across 

8 Religiously approve of City 
fens’ waywardness? (8) 

11 Phtck little bits of 20? (4) 

15 m take steps to deal with 
knocking cm the floor (3^j 
17 One’s written notes, includ- 
ing list of reports (8) 

18 , 1®,“^ FaIli11 * sightly 
teck, rd have a position in 

this (8£) 

20 Type of music to accom- 
pany lullaby? (4) 

21 See 4 down 

22 See io across 

23 These days, doctor should 
secure right promotion (6) 

cum to photograph (1-4) 
Solution 9,799 
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FINANCIAL TIMES WEDNESDAY SEPT? M BF.R *» * ‘^ s 


LONDON STOCK EXCHANGE 


ootsie rallies as SmaUCap dips below 2,000 


FTSE RB-SSare Index 


2900 


Equity ibares traded 
TufraM) 9* atew' 

*358 


{WET REPORT 

i jSJ* Steve Thompson, 

■ v.l" '• UK Stock Market Editor 

<$* — - ....... 

A day-long jousting session 
with the 5,100 level ended 
with the FTSE 100 index, the 
London market’s leading 
benchmark, finishing mar- 
ginally ahead, up 15.2 at 
5,108.7. 

At its worst level of the 
day, within 30 minutes of the 
opening, the FTSE 100 
posted a low of 5.042.7. down 
more than 50 points. 

The market's smaller capi- 
talised stocks delivered 
another worryingly weak 


performance- The FTSE 
SmaUCap index dropped 
below the 2,00 0 mark for the 
first time since January 19 
1996. and is now 28.5 per cent 
down from its May 26 peak 
of 2,793.8. 

The market's extremely 

nervous performance came 

before the outcome of the 
regular meeting of the US 
Federal Reserve’s open mar- 
ket committee in Washing- 
ton yesterday. 

A decision from the com- 
mittee was due shortly after 
7pm London time. 

Dealers In London said the 
market had behaved reason- 
ably well in front of what 


was seen as the most crucial 
FOMC meeting for many 
months. 

“Everyone I’ve spoken to 
expects the Fed to cut, hut 
no one is confident about tbe 
extent of the cut," said one 
marketmaker. He said tbe 
market would take a mini- 
mum 25 basis points reduc- 
tion as read and warned that 
many had already factored 
in a SO basis points reduc- 
tion. 

The general view around 
the stock market was that 
Wall Street, and therefore 
London and the rest of 
global markets, would proba- 
bly hold or absorb small 


profit-taking in the event of 
a 25 basis points cut and 
would respond positively to 
a 50 basis points cut. 

But ominously, many said 

the market would give a 

ready and negative response 
to the Fed leaving rates on 
hold in the short term. 

Others said the market 
would probably run into fur- 
ther pockets of turbulence as 
the third quarter came to a 
^ose and the last quarter, 
traditionally one of the most 
volatile of the year, kicked 
off. 

There remains a wide- 
spread view that London 
still has to face a further 


sizeable sell-off. wh ich m any 
expect to drive the FTSE 100 
lower before tbe year-end 

That dip would be trig- 
gered by further profit down- 
grades and even more tur- 
moil in other world markets. 
Those dire predictions would 
be made even worse by any 
further failures of hedge 
funds, after the shock of tbe 
near-collapse of Long-Term 
Capital Management. 

The erratic behaviour of 
the FTSE 100 was not mir- 
rored by the second-line 
stocks, represented by the 
FTSE 250. which stayed in 
positive ground all day. 
eventually closing the ses- 


sion a net S.Q ahead at 

4,552.0. 

Tbe mtdeap index was bol- 
stered try some encouraging 
corporate news from, among 
others. Business Post and 
Booker, both of which made 
rapid gains; the former by 
evidence of directors buying 
shares in the company and 
the latter after tbe appoint- 
ment of a new chairman and 
chief executive who are both 
highly rated in the City. 

Turnover m equities 
reached 970.1m shares by the 
8pm count, with FTSE 100 
constituents accounting for 
just over half tbe overall 
total. 
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Scottish 

banks 

battered 

cHrSSjStoft 

By Peter John, Martin Brice 
and Paul Clark 


The Scottish banks felt the 
chill wind of pre-results sell- 
ing as the market took a 
view before Bank of Scot- 
land's interims today. 

The last time the bank 
announced figures in April. 
Peter Burt, chief executive, 
gave a grim warning on 
credit quality, which pointed 
the way to a downturn. 

One analyst said: "The 
bank has become legendary 
for making downbeat state- 
ments. It takes a delight in 
being dour." 

The prospect of first-half 
profits of between £390m and 
£430m, compared with £347m 
for the equivalent period last 
year, was undermined by the 
possibility of another dollop 
of gloom- 

And although there are 
few worries about exposure 
to emerging markets or 
hedge funds, there are con- 
cerns about loan growth. In 
addition, the bank’s shares 
have outperformed the mar- 
ket and sector strongly over 
recent months. 

The shares were off 38 at 
worst and attempts at a rally 
were not entirely successful. 
The stock closed 20% down 
at 579%p. Royal Bank of 
Scotland, which tends to 


trade in relation to its Scot- 
tish rival, ended the day 28 
off at 6S3p. 

Diageo, the food and 
drinks group, recovered after 
last week’s gloomy trading 
statement, racing up sharply 
late in the session to close 
48*/ip higher at 547p. There 
were rumours - later denied 
by the company - of a sale 
of its underperforming Cruz- 
campo Spanish brewing 
business. 

A weighty research docu- 
ment on food re tailing from 
Charterhouse Tilney, due to 
arrive on fund managers' 
desks today, recommended 
investors to sell Safeway but 
buy Iceland. 


Investor sentiment on the 
sector had been fragile 
before recent figures from 
Tesco as concerns had 
mounted that the big food 
retailers would he forced to 
slash margins in the face of 
a slowing of consumer 
demand. 

However, the note from 
Charterhouse said: "We 
believe that the prevailing 
evidence makes the recent 
talk of price wars mis- 
placed." It also highlights 
the sector's "defensive quali- 
ties in clearly volatile mar- 
kets'’. 

It said Safeway stock 
should be sold. It was over- 
valued and "any slowdown 
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would be calamitous". The 
shares lost 12% to 292 I 4p in 
heavy trade of 6m. Iceland 
shares should be bought 
because of its "improving 
strategic outlook”. The stock 
gained 7 to 190%p. 

Tesco was rated a "hold" 
and the stock was up 2 at 
I65p in busy volume of 11m. 
The team at Charterhouse 
said: "We still regard Tesco 
as an important part of a 
British food re tailing invest- 
ment portfolio.’’ 

J Salisbury, also rated a 
“hold", was down l 1 .* at 567p 
in busy trading of 8.9m. 
Asda, a “hold", saw 9.2m 
traded as it finned to I7lp. 

Glaxo came under 
renewed US pressure as 
J.P. Morgan took the stock 
off tbe “buy” list. The US 
broker moved it to “market 
performer" with a price tar- 
get of £18.50 for year-end 
1999 on a target p/e of 33.5 
times 1999 forecasts. It sees 
fair value at £16.50. 

That valuation takes an 
even more severe view on 
the stock than Goldman 
Sachs, which downgraded 
last week and established an 
£18 target for the shares. 

Chiroscience jumped 16% 
to 264p after the company 



announced progress in 
genetics research that it said 
could lead to drugs for the 
imm une system and osteopo- 
rosis. 

A positive note from Leh- 
man Brothers on Siebe high- 
lighted its potential to grow 
in spite of an industrial 
slowdown. The shares 
gained 9 to 198p. 

Chris Heminway at the 
broker told clients: "Siebe 
remains a premium Euro- 
pean industrial manufactur- 
ing business with respect to 
its track record of growth 
and profitability and should 
be rated as such.” 

He set a price target of 
325p-350p and said: “The 
shares offer 90 per cent 
upside in absolute terms.” 

Lasmo outperforms 

Lasmo was one of the oil 
companies to outperform a 
sluggish market yesterday 
with the stock still benefit- 
ing from a major sector 
review. 

BT Alex Brown, tradition- 
ally one of tbe leading bulls 
on oil price prospects, has 
set a 1999 forecast of $16 a 
barrel on Brent crude, down 
$4 from its previous official 
estimates. 

But the broker remains 
convinced that oils will out- 
perform the market as long 
as underlying prices pick up. 

BT Alex Brown has 
upgraded Lasmo to a “strong 
buy”, aiguing that "new 
developments will transform 
returns over the next three 
years, the bala n ce sheet is 


stronger than most and 
exposure to provinces of real 
long-term low cost potential 
is high" The shares were up 
6Vi at 176‘vp. 

Mobile phone operators 
rallied behind brokers’ 
“buy” notes, with Securicor 
up 14 at 3Slp alter a Morgan 
Stanley recommendation 
and Dresdner Kleinwort pos- 
itive on Orange, which 
gained 12 hut slipped to close 
flat at 567. 

Cable & Wireless improved 
34 to 5&lp in response to pos- 
itive meetings with brokers. 

The latest casualty of the 
stream of had news to come 
from the electronics sector 
was Premier Fameil, which 
suffered a downgrade from 
Dresdner Kleinwort Benson. 
Tbe shares fell 1% to 153’jp 
in brisk trading. 

The broker cut forecasts 
for 2000 from £131m to 
£122 .5m and for 2001 from 
£149m to £136m. 

British Steel was caught 
in a two-way pull as first the 
bears and then the bulls had 
the upper hand in the stock. 
The profits warning from 
Dutch steel company Hoo- 
govens knocked the stock 3 
per cent in early dealings. 

However, the shares found 
support just above lOOp and 
closed firmer at 104p after 
2.4m had been traded. Tbe 
stock, which dropped out of 
the FTSE 100 into the FTSE 
250 index this month, stood 
at I72p earlier this year. 

British Airways was down 
12 at 372p after Goldman 
Sachs eased down its profits 
forecasts after taking a look 
at predictions of a slowdown 
in the UK economy next 
year and evidence from 
other airlines of slower book- 
ings. 

The broker retained its 
“market performer” stance 
on the stock in spite of 
bringing its forecast for 2000 
down from £645m to £585 m. 

Among stores, Debenhams 
rose 20V* at 325V-p following 
repetition of a “buy" recom- 
mendation by Warburg Dil- 
lon Read. 
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Bourses show nerves ahead of Fed decision 


MHUjmmoL 

Share markets paced about 
nervously most of the day, 
waiting for a signal on inter- 
est rates from the US central 
hank, writes Jeffrey Brown. 

By recent standards; Asia 
was subdued and although 
Zurich and Frankfurt contin- 
ued to notch up steady 
losses, investors' mood in 
the Ear east was widely mir- 
rored In Europe, both in 
equity and bond markets. 

The dollar trended lower 


as the foreign exchanges 
clung to the view that the 
Federal Reserve open mar- 
ket committee would shortly 
sanction a reduction for the 
Fed funds target rate, possi- 
bly of between 50 and 25 
basis points. 

If equity market activity 
was dull though, the day 
was not without its broad 
shocks, which came in the 
shape of profit warnings 
from Hoogovens, the Dutch 
steel giant, and Switzer- 
land’s Saurer textile machin- 


ery group. Coming in the 
wake of similar warnings 
from Shell, Philips and KLM, 
Hoogovens' statement was 
another blockbuster and it 
cast a deepening cloud over 
a sector already seen by 
many analysts as chilling l y 
exposed to the forces of 
recession. 

The steel industry, a lead 
indicator for the world 
industrial economy, is obvi- 
ously finding it hard to 
adjust output to demand at a 
time when the latter is being 


distorted by distress sales of 
steel from Asian producers. 

Yet the warning from Hoo- 
govens sharpens up the the- 
ory that global demand 
trends are slowing dramatic- 
ally. Less than two months 
ago, Hoogovens was confi- 
dent of solid earnings 
growth in 1996; it is now pre- 
dicting a flat year, at best 

Analysts’ reactions yester- 
day were savage, cutting the 
consensus earnings forecasts 
for the Dutch group for next 
year by more than half. The 


shares tumbled as per cent, 
Usinor of France dipped &.* 
per cent and Germany’s 
Thyssen lost 4.6 per cent 

For stock markets, these 
European warnings consti- 
tute particularly bad timing . 
With the US third-quarter 
repenting season due to start 
in a few weeks' time, the 
market spotlight is likely to 
increasingly focus on profit 
trends. 

Although most brokers 
feel that global earnings 
downgrades have farther to 


rtm, ABN-Amro. In its latest 
Europ ean strategy note, sug- 
gests that equities are now 
"near a base and increas- 
ingly represent reasonable 
long-term value". 

ABN makes the point that 
bond-equity valuations are 
reaching down to historic 
extremes in favour of shares. 
At the same time, stronger 
consumption should mean 
that European growth is still 
relatively robust fax 1999. 
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EMERGING MARKETFOCUS : 

Bangkok rally 
boosts confidence 


Dow drops 
after cut in 
interest rates 


Zurich dips on financials sell-off 


AMERIC AS 

US shares plunged soon after 
the Federal open market 
committee announced a 
quarter-point cut In the key 
Federal Funds rate, writes 
John Ldbate in New York. 

The interest rate cut was 
widely expected but many in 
the market had hoped for a 
stronger half-point cut. 
Stocks were generally calm 
ahead of the mid-afternoon 
announcement, with the 
three main indices rising by 
midday. Some speculated 
that the Fed could ease rates 
again at its next meeting in 
mld-Novemeber. 

Immediate investor reac- 
tion to the Fed move was 
sharp, with the Dow Jones 
Industrial Average down 80 
points soon after the com- 
mittee's decision. 

By mid-afternoon, the mar- 
ket bad recovered a bit The 
Dow was down 49.95 to 
8.058J8 while the Standard 
& Poor’s 500 fell 3.42 to 
1,045.27. 

The Nasdaq composite lost 
10.06 to 1,729.16, and the Rus- 
sell 2,000 index of small-cap 
shares fell 3.88 or more than 
1 per cent to 364.13. 

Two high profile stocks 
put a drag on sentiment 
Shares of Viacom, the enter- 
tainment company, plunged 
more than 14 per cent or $9£ 
to $53% after Deutsche Mor- 
gan Grenfell and Merrill 
Lynch lowered their ratings. 

Goodyear Tire dipped $4% 
or more than 7 per cent to 
151% after the company low- 
ered expectations of third- 
quarter earnings and 
announced a round of job 
cuts. 

Shares of Cendant fell 


more than 4 per cent or $& 
to $12M after tile company 
restated its results back to 
1995. 

Gillette, the global con- 
sumer products company, 
foil $2 or more than 5 per 
cent to $37ft after JJ. Mor- 
gan cut its rating. 

Retail stocks weakened 
with Federated Department 
Stores down $1% to S37ft 
after BT Alex Brown cut its 
rating to "market per- 
former". Wal-Mart lost $2£ 
to $58% despite a raised rat- 
ing by the MW* firm 

US Treasuries were mixed 
ahead of the Fed announce- 
ment, with volatility picking 
up after the announced rate 
cut. The benchmark long 
bond rose ft to 105)1, yield- 
ing 5.112 per cent. 

In the telecoms sector. Bell 
Atlantic rose $1% to $49 after 
it announced a restructuring 
and analysts at Dresdner 
rated the company a "buy". 
BellSouth also rose strongly, 
up $34 or more than 4 per 
cent to $76%. 

TORONTO edged lower at 
midsession as investors 
played a wait-and-see game 
ahead of the Federal open 
market committee meeting. 
The TSE-300 composite index 
was 23.18 lower by midday at 
5,846.10 in weak volume. 

During morning trade, 
seven of the 14 market sub- 
indices were in negative ter- 
ritory. led by weakness in 
the transportation sector. In 
that group, Air Canada lost 
35 cents to C$S.75. 

Banking issues overcame 
early weakness as the mar- 
ket awaited the Fed 
announcement Royal Bank 
of Canada edged 30 cents 
higher to C$63 JO. 


IMF set to disappoint 


Latin American countries 
seeking a financial rescue 
plan from this week's IMF 
and World Bank annual 
meetings are likely to be dis- 
appointed, according to IMF 
officials. 

For at best minis- 

ters will go home with assur- 


espa index edged 23 points 
higher to 6,850 at midses- 
sion. Analysts noted, how- 
ever, that equity investors 
continued to be concerned 
over a renewed wave of capi- 
tal flight 

Some 8739m was reported 
to have left the country's for- 


JEUR0PE 

Shares in ZURICH fell more 
than 2 per cent, under pres- 
sure from a finandals sell-off 
that was compounded by the 
weaker start on Wall Street 

The SMI index registered a 
loss of 130.8 at 6,018.9. 

Textile machinery and 
components maker Saurer 
crashed 15 per cent after the 
the company said it expected 
lower 1998 profits. The regis- 
tered shares lost SFr235 to 
dose near the day's low at 
SFrm 

The company said a col- 
lapse in orders for textile 
machinery since the spring 
meant 1996 net profits would 
grow only slightly above the 
SFc90m posted for the first 
eight months, well below 
last year's SFrlSlm. 

UBS, which said It would 
publish the findings of an 
internal audit by the end of 
the week, lost SFt 23 to 
SFr3l5. 

The audit is expected to 
shed light on the bank's 
costly involvement with 
Long-Term Capital Manage- 
ment, the troubled US-held 
fund. CS Group lost SFT4.50 
to SFrl67.75. 

Among the pharmaceuti- 
cals, Roche certificates lost 
SFr510 to SFrl4£90. Novartis 
fell SFr30 to SFr2,257 even as 
CSFB reiterated its "buy” 
recommendation and set an 
end-1999 price target of 
SFr2,615. 

PARIS ended little 
changed after another fairly 
volatile session- The CAC 40 
index closed off 0.59 at 
3,337.05 in turnover of 
FFriSbn. 

Usinor slid after a profits 
warning from Dutch steel 
rival Hoogovens, dipping 
FFr5.50 to FFr66.00 and 
Thomson-CSF was also 
weak, falling FFrll.10 or 5.8 
per cent to FFr179. 

France Telecom fell 
FFrl3.00 to FFr350 for a 
two-day slide of 5.3 per cent 
as Investors fretted about 
the possibility of a big stock 
over-hang with the govern- 
ment teeing up the sale of 
further state-owned shares. 

Selected banks supplied 
solid support, rallying from 
recent lows following a posi- 
tive note from Lehman 
Brothers. 

BNP gained FFr18.00 or 56 
per cent to FFr340 and Pari- 
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bas FFrlL50 to FFr3416. 

AMSTERDAM took a stem 
profits warning from steel 
leader Hoogovens on the 
chin and fell 1160 to 95769 
on the AEX Index. 

Hoogovens fell precipi- 
tously after switching from a 
forecast of good growth this 
year to unchanged profits. 
Amid a round of savage 
oamiwga adju stm e n t s by bro- 
kers, the shares came off 
FI 560 at FI 5460. 

ELM, which warned of 
profits w eakness on Friday, 
retreated a further F12S0 to 
F15L40 for a two-day 
of 7 per cent 

Hopes for a takeover battle 
sent retailer EBB up FI 12.60 
or 8.9 per cent to F1155. 
Unlisted WE International 
has offered FI 160-165 a 
share, topping the FI 145 
maximum being put up by 
Vendex. Vendax shed FI 3.70 
at FI 72.50. 

FRANEFURT was bur- 
dened by further weakness 
in the utilities during a day 
of cautious trade as the mar- 
ket adjusted to the new gov- 
ernment By the dose, the 
Xetra Dax index was 77.23 or 
1.7 per cent lower at 4,600.33. 

Utilities remained out of 
favour on worries that the 
new Greens- included govern- 
ment would push to end 
atomic power use and 
impose taxes on energy con- 
sumption. 

Vlag, whose Bayemwork 
business draws a large pro- 
portion of its electricity from 
nudear power plants, lost 
DM103 to DM1,145. RWE fell 
DM661 DM80.99 and Veba 
draped DM3,47 to DM89.03. 

Among the industrials, 
Thyssen lost DM13.90 to 
DM291.10 and Krupp was 
DM12 lower at DM218 In the 


ances that the IMF wfll step eign exchange markets on Profit-t&ksrS WC elk 611 Jo’bUTB 
in with a credit line for Bra- Monday, the biggest dollar ^ ^C> 


zU along with an IMF pro- 
gramme requiring tough 
austerity measures to reduce 
the country's enormous defi- 
cit 

Markets across the region 
saw trade slow to a trickle 
ahead of the US federal open 
market committee's decision 
on interest rates. 

In SAO PAULO the Bov- 


outflow for two weeks. More 
than SSObn has left Brazil 
since the start of August 
BUENOS AIRES’ Merval 
index eased 0.46 to 399.26 
at midsession while 
SANTIAGO was flat with the 
IPSA index 0.18 higher at 
66.50- MEXICO CITY was 
trendless with the IPC index 
68 higher at 3,723.98, 


SOUTH AFRI CA 

Shares in Johannesburg 
moved lower as the profit- 
takers homed in on selected 
sectors, notably financials. 
The all share index ended off 
18 per cent at 5,194.4. 

Industrials slipped 2.5 per 
cent to 5893.7 and financials. 


which met with heavy sell- 
ing, retreated 2.9 per cent to 
7,679.4. Standard Bank 
declined 8.1 per cent to 
R13.10. 

Golds stayed volatile, 
rebounding on a better day 
for bullion. The golds index 
advanced 6.5 per cent to 
1,166.6. 


Leasing collapse hits Nikkei 


ASIA PACI FIC 

The collapse of Japan 
Leasing Corporation, an 
affiliate of the troubled 
Long-Term Credit Bank, and 
Its motor leasing unit, 
spurred further anxiety 
about the financial sector 
and helped to push TOKYO 
lower, writes Alexandra Har- 
ney. 

The Nikkei 225 average 
pared some of its early losses 
to close down 87.94 at 
13,821.43, having traded 
between. 13,952.35 and 
13,553.02. Turnover was 
weak at 380m shares traded 
In the first section. 

Momentum was strongly 
negative, with declining 
shares outnumbering rising 
issues 760 to 367 with 142 
unchanged. 

Investors were wary of the 
instability in the financial 
sector and profitability prob- 
lems in blue-chip electronics 
companies. Shares In LTCB 
topped the market in volume 
hut closed u n changed at Y14. 

Fuji Bank was down Y12 
to Y818, Daiwa Securities 
Y14 to Y335 and Nikko Secu- 
rities Y18 to Y317. But 
Nomura Securities, the big- 
gest broker, was up Y5 to 

Y1.035. 


JeWra Corporation 
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Blue chips were mainly 
higher. Toshiba, the troubled 
electronics maker, gained 
Y20 to Y4S1. Mitsubishi Elec- 
tric lost Y15 to Y213 but 
Toyota Motor, the largest 
carmaker, was up Y30 to 
Y3.130. 

Nippon Steel, the number 
one steel maker, gained Y10 
to Y2Q9 on news ol its sale of 
a semiconductor subsidiary 
to a Taiwanese group. But 
rival NEK was down Y3 to 
Y69 as the second most 
heavily traded stock. 

Other market indices were 
mixed. The Topix index of 
first-sector stocks was down 
0.62 to 1,0628, and the Nik- 


kei 300 average gained 0.1 to 
20883. In Osaka, the OSE 
lost 27 to finish at 14,734. 

SYDNEY continued to 
improve, helped by heavy 
buying of telecoms leader 
Telstra. The All Ordinaries 
index ended up 12.0 at 2,603.6 
in turnover of A59 16.5m. 

Telstra hit a fresh high 
amid talk that the full priva- 
tisation of the group could 
be abandoned. If the week- 
end election proves inconclu- 
sive, further issues of Telstra 
stock may be put on ice," 
said one broker. The shares 
gained 20 cents to AS4-81 in 
21.8m Shares traded. 

Banks were mixed. NAB 
dipped 37 cents to A320.66 
but Commonwealth added 24 
cents at AS20.13. Among 
resource leaders, BHP shed 8 
cents to A$12_27. 

SEOUL pushed higher on a 
wave of demand for bank 
shares after unions cancelled 
plans for strike action. The 
Kospi index rose 6.60 or 12 
per cent to 312.33. 

HONG KONG closed 
lower, already discounting a 
cut of 25 basis points in US 
interest rates at the Federal 
Reserve policy meeting. 

The Hang Seng index lost 
108.43 or 1.4 per cent to fin- 
ish at 7,837.61 in turnover 


that shrank to HK$4.4bn as 
investors became increas- 
ingly cautious before holi- 
days tomorrow, Friday and 
next Tuesday. 

The market fell on the 
heels of index heavyweight 
HSBC, which dropped 
HK$3£0 to HK3141.50. Hutch- 
ison closed 80 cents lower at 
HES39.70 and Cheung Kong 
lost 70 cents to HES34£0. 

KUALA LUMPUR lost IS 
per cent, with investors dis- 
tracted by the court appear- 
ance at Anwar Ibrahim, for- 
mer finance minister, 
charged with corruption and 
alleged sex crimes. 

The composite index last 
9.75 to 377.52 in very thin 
volume of 119m shares. 

Privatised rice importer 
Padiberas National gained 6 
cents to MSL17 on the view 
that the company would ben- 
efit from its close govern- 
ment links, 

KARACHI climbed 3.1 per 
cent on news that a panel ol 
US legislators had voted to 
give President Bill Clinton 
flexibility In dealing with US 
Sanctions against India and 
Pakistan for conducting 
nuclear tests by allowing a 
one-year waiver of the sanc- 
tions. The KSE-100 index 
rose 3&54 to 1,113.35. 


wake of the warning * warn- 
ing by Dutch rival steel 
maker Hoogovens. 

Mannesmann put on 
DM6J30 to DM157 and Preus- 
sag jumped DM23.50 to 
DM594 on an earnings 
upgrade from BNP. 

MILAN was dominated by 
activity in the banking sec- 
tor, and the Mibtel index 
edged marginally lower, fall- 
ing 9 to 19,288. 

Banca Commercials Ital- 
ians closed down L252 or 2.4 
per cent to L10.201 after a 
roller-coaster day. The 
shares initially rose almost 
10 per cent before a board 
meeting, but later fell 5 per 
cent after news that Luigi 
Fausti, its chairman, was 
stepping down. 

Hopes that the departure 
of Mr Fausti, who had 
opposed BCTs merger with 
Banca dl Roma, pushed 
Roma higher. The shares, 
the most active of the day. 


dosed up L145 or 5.3 per cent 
to LM89. 

Parmalat, the dairy prod- 
ucts group, rose L102 or 4 
per cent to L2.572 on strong 
first-half profits. 

MADRID was flat as inves- 
tors waited for a possible 
move on interest rates in the 
US. The general index rose 
0.76 or (U per cent to 716^0. 

BCH led the most actively 
traded Issues, rising Pta35 to 
PtaL380, followed by Banco 
Bilbao Vizcaya, which 
gained Pta5 to Ptai.665. 

Telefonica, which has been 
regaining ground after a 
sell-off on Latin American 
pessimism, rose Pta40 to 
Pta5,410. 

Iberdrola fell Pta40 to 
Pta2J395 after BBV sold (L5 
per cent of its shares to insti- 
tutional investors at Pta2£75 
per share. 

HELSINKI dosed down on 
weakness In Nokia, and the 
MI4X foriw down 43.82 
or 1 per cent at 4^63.62. 

Nokia tracked its ADR, 
which fell at the opening of 
Wall Street. The shares 
closed down FM3 to FM425. 

Ralsio, the foods group, 
jumped FM7J.0 or 10 per cent 
on an u pgrad e to a "strong 
buy" at CSFB. 

CSFB said that in six 
months’ time, Benecol, its 
proven low-cholesterol mar- 
garine, may have been 
launched in the US as well 
as some European markets. 

Written " i nd"edted 
Morgan, Jeffrey Brawn, EmBto 
Tsrazooo ami Peter Hall 


False dawn or off to the 
races? Investors were pon- 
dering this question as the 
Thai stock market took a 
walting-for-Greenspan 
breather yesterday, the 
benchmark SET index dos- 
ing down 0.18 at 255.35 in 
thin volume. 

In the previous four ses- 
sions* stocks had risen 14.5 
per cent and another 50- 
point rise would have 
extended the gain to 20 per 
cent 

The reasons for the rise 
offer some hope that the 
market has already touched 
bottom. The dramatic fall In 
interest rates - lending rates 
have come down at least 
four percentage points to 
around 14 per cent - coupled 
with a stable currency is 
boosting confidence and may 
slow the growth of non- 
performing loans. 

In addition, lower deposit 
rates, which are now in sin- 
gle digits, are providing an 
incentive for local Investors 
to plough back into the stock 
market On Monday, the last 
day of the rally, local retail 
investors accounted for 74 
per cent of market turnover, 
compared with just 20 per 
cent for foreign investors. 

With such little volume in 
the market, a tiny inflow can 
have a dramatic effect - 
many investors made more 
on the market last week 
than they would on a one- 
year bank deposit. 

Some foreigners have also 
been nibbling but almost by 
default Malaysia and Indon- 
esia are off traders' maps 
while many analysts believe 
Singapore and the Philip- 
pines still have far to fall. 

SG Securities recently 
shifted its Thai position to 
"overweight" though Neil 
Saker, Its senior regional 
economist, said this was not 
so much because Thailand is 
expected to see a quick 
recovery but "because every- 
one else is so bad”. 

"It's almost as If Thailand 
is seen as a defensive play," 
added another analyst 

With Thailand mired in 
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recession and most compa- 
nies still pasting losses, any- 
one who has bought In the 
most recent rally is unlikely 
to sell on gloomy economic 
news as they are already 
prepared for it But few ax* 
convinced that the market Is 
ready to make the next 
push. 

Debt restructuring 
remains the key. That win 
allow banks to dean up their 
balance sheets and begin 
lending again, while letting 
analysts quantify the losses 
and provide their clients 
with a clearer road map 
going forward. 

But debt restructuring haS 
been slow in Thailand. The 
government bas promised to 
push the process forward by 
prating amendments to the 
bankruptcy law and a new 
foreclosure law by the end of 
next month. Those promises 
could now be in jeopardy 
with an Impending cabinet 
shake-up that could see the 
ruling Democrat party lose 
its stranglehold on economic 

policy. 

In the meantime, brokers 
Warburg Dillon Read have 
an Innovative Investment 
strategy for those who want 
a go at the Thai market. 

They call it triple seven: 
they predict that if you buy 
10 stocks, then assume that 
three of them win go bank- 
rupt. the other seven will tri- 
ple In value. 

Ted Bardacke 
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FINANCIAL TIMES 
REVIEW OF THE 
TELECOMMUNICATIONS 
INDUSTRY 


Wednesday September 30 1998 


PART 1 


Continuing growth in demand for 
data transmission is the principal 
driver for change within the 
industry. Alan Cane reports 

Finding partners 
becomes priority 


Mergers, acquisitions and 
strategic alliances continue 
to dominate the global tele- 
communications picture as 
operators, manufacturers 
and service providers jostle 
for position in an increas- 
ingly crowded landscape. 

If it looks complicated 
from the outside, it Is almnst 
as confusing for those in the 
industry itself. The growth 
in demand for data transmis- 
sion, and in particular for 
internet services, remains 
the principal driver for 
change. For example, it is 
now provoking mergers 
among telecoms manufactur- 
ers in a mirror-image of the 
activity among operators. 

But it is ah far from com- 
fortable for the traditional 
players. As Pekka Tarjarme, 
outgoing secretary-general of 
the International Telecom- 
munication Union, noted 
recently. “The internet has 
grown up out of the young, 
dynamic and unregulated 
culture of the computing sec- 
tor. By contrast, the telecom- 
munications Industry is 
sober and highly regulated, 
moving at a slower pace to 
implement long-term net- 
work Investment strategies." 

The traditional telecoms 
industry can throw up its 
share of surprises, however. 
The past few torrid months 
have seen some spectacular 
mergers. AT&T, the largest 
US long-distance carrier, 
Bhook off its lethargy of 
recent years to play a lead- 
ing part in two of the most 
significant. 

In June, it announced its 
intention to buy Telecommu- 
nications Inc., the largest 
cable television operator in 
the US, for about $45Abn. 
Then, in July, it announced 
it was forming a joint ven- 
ture, expected to generate 
annual revenues of more 
than glObn, with British 
Telecommunications, the 
dominant UK operator. 
Owned equally by the two 
companies, the venture win 
combine the international 
assets and operations of the 
two companies. 

Just as important, the two 
companies said they were 
working together to develop 
a new global data network 
which would operate accord- 
ing to the rules of the inter- 
net. 

These deals, however, are 
only the most dramatic 
examples of the consolida- 
tion which is now reshaping 
communications industries 
across the world. As the bid 
demarcation lines are 
destroyed by market liberal- 
isation, the advance of tech- 


nology and by globalisation, 
there is a growing realisa- 
tion that no company can be 
fully competitive on its own. 
The search, therefore, is for 
partners with complemen- 
tary regional advantages, 
skills dt geographic assets. 

AT&T’s deal with TCI is 
an example of the first cate- 
gory. It should eventually 
give the long-distance opera- 
tor direct connection to 
about one-third of US homes 
via TCTs cables and enable 
it to outflank the local opera- 
tors - the regional Bell oper- 
ating companies (RBOCs). 

The logic is that it is-both 
expensive and difficult to 
break into a market where 
the incumbent is well 
entrenched: far better to 
merge with an electronic 
Trojan Horse inside the ene- 
my's defences. It was diffi- 
culties in opening up the US 
local market which caused 
friction between British 
Telecom muni cations and its 
former merger partner. MCI 
of the US, and allowed 
WorldCom to make off with 
MCI under BTs nose. 

In the UK, similar logic 
can be seen in the creation 
last year of Cable and Wire- 
less Communications, where 
the union of a long-distance 
operator - Mercury Commu- 
nications - with three cable 
companies is already provid- 
ing a more telling threat to 
BT’s dominance than the 
individual partners. 

In the US, substantial con- 
solidation has already taken 
place among the RBOCs. 
reduced in number from 
seven to four over the past 
two years. Earlier this year, 
SBC Communications 
announced a J66bn merger 
with Amerttecb. Bell Atlan- 
tic and GTE Corporation fol- 


lowed suit shortly after- 
wards. 

All of this has been made 
possible by the liberal envi- 
ronment engendered by the 
1996 US Telecommunications 
Act Critics argue, however, 
that consolidation is against 
the spirit of the legislation 
which was designed to bene- 
fit consumers by fostering 
competition on a grand 
scale. 

Instead, they say, it seems 
more likely that the commu- 
nications environment will 
be dominated by a few giant 
telecoms groups. This 
ignores the fact that a new 
breed of operator - World- 
Com or Qwest of the US, 
Colt based in the UK or RSL 
Communications, for exam- 
ple - using the most 
advanced technologies can 
build more efficient net- 
works than conventional 
operators at a traction of the 
price. The old arguments for 
size to provide the necessary 
economies of scale have 
been effectively demolished. 

“Voice over the internet,’* 
a laboratory curiosity only a 
few years ago, now repre- 
sents a potent threat to con- 
ventional operators’ reve- 
nues. Essentially, the 
technology snips voice calls 
into discrete packets of data 
and despatches them over 
the internet to their destina- 
tion where they are reassem- 
bled as coherent speech. 
Using voice over the internet, 
subscribers can make inter- 
national calls for the cost of 
a local connection. 

The demand for internet 
technology is putting new 
pressure on telecoms manu- 
facturers such as Lucent, 
Northern Telecom and 
Alcatel- They are generally 
weak in data transmission 



Privatisations 


Governments around file world have been selling 
stakes In their telecoms coumpanies. Tbe focus is 
now on secondary issues 
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skills and face a loss of busi- 
ness to computer companies 
such as Cisco and 3Com. 
Lucent, formerly the manu- 
facturing arm of AT&T, and 
Cisco held and abandoned 
merger talks earlier this 
year. Now they are compet- 
ing bitterly for the same cus- 
tomers. 

Lack of data expertise 
explains the eagerness of 


some traditional manufac- 
turers to acquire data com- 
munications groups. North- 
ern Telecom, for example, 
the leading Canadian manu- 
facturer, bought Bay Net- 
works of the US for about 
$7bn. John Roth, Nortel 
chief executive, says: “We 
are totally focused on work- 
ing with our customers to 
launch and lead a new era of 


networking." 

The company has since 
undergone substantial 
restructuring, setting up one 
new division to provide large 
carriers with data transmis- 
sion technology and another 
to supply data networks for 
business customers. 

Alcatel, the revitalised 
French group which once led 
the world in telecoms manu- 


facturing, hid for DSC Com- 
munications in June, valu- 
ing the US manufacturer at 
about J4bn. Serge Tchuruk, 
Alcatel chief executive, has 
made clear he intends to 
turn the French group into a 
leading force in tbe 
high-speed data transmission 
business. 

Operators, however, have 
to defend and expand their 



Telecoms in business 


The Americas 


FT writers report on tbe technological developments 
in a fast-changing industry, from Intelligent 
networks to value-added services 


Deregulation around the world has led to US companies 
shifting their largely domestic gaze. FT writers report 
from North, Central and Latin America 
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traditional business while 
making provision for the 
new. The Importance of 
global assets was empha- 
sised by AT&T's decision to 
form a joint venture with 
BT. To do so, it will have to 
pull out of its existing inter- 
national alliances, World- 
Partners and AT&TUni- 
source. The deal with BT, 
however, will give it signifi- 
cantly more control over the 
quality of service it is able to 
offer its international cus- 
tomers- 

BT, after the disappoint- 
ment of the failure of its 
planned merger with MCL 
will be able to rely on its US 
partner to distribute its 
advanced telecoms services 
throughout North America. 

Gable and Wireless, the 
UK’s second-largest telecoms 
group, takes credit this year 
for Die most opportunistic ■ 
acquisition. When regulators 
in the US and Brussels told • 
MCI it had to sell off in total 
its internet Interests If Its 
merger with WoldCom was 
to be allowed, C&W moved 
swiftly to secure the prize in 
a deal valued at about 
Sl.75bn. 

C&W acquired MCTs inter- 
net backbone, tbe computers 
which direct the internet 
traffic and contracts with 
thousands of internet service 
providers and US corporate 
customers, in one move it • 
catapulted itself into tbe big 
league of internet operators. 

Consolidation in the indus- 
try is far from complete. In 
the next few years the pleth- 
ora- of new operators in 
Europe win be pared down 
as call charges decline and 
competition intensifies. In 
particular, the merging of 
mobile and fixed wire opera- 
tors to provide foil service 
telecoms companies has 
hardly begun. 
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The culture gap When networks link up. . . 


I The internet is 
the model for 
convergence of 
telecoms and 
computing 

The convergence of 
telecommunications and 
computing is today more a 
f matter of anticipation than 

o reality. This does not mean 

c it wfD not happen and faap- 

s pen soon, but that the cul- 

b tnral differences which hold 

ii the two worlds apart remain 

f< as strong as at any time in 

d the past 60 years. 

0 The internet, culturally 

b separate Bum both, is never- 

h Useless the model for con- 

v mergence. A broad range of 

C organisations are now bulld- 

C tug new global data net- 

works which obey internet 
u rules. The actuality of con- 

a vergence will force both 

ii telecoms operators and man- 

f ufactnrers to look afresh at 

d their basic assumptions, 

e The telecoms operators' 

c guiding principle since the 

h turn of the century has been 

ij an unyielding respect for 

<i the integrity of the network. 

H This has resulted In what 

I Roel Pieper, newly-ap- 

•1 pointed executive vice-presi- 

dent at Philips Electronics, 

| described at a recent confer- 

ence as “perfect stability". 

Telecoms systems rarely 
fail. They are based on tried 
and tested technology from 
established manufacturers. 

By comparison, the com- 
puter Industry lives with a 
high rate of systems break- 
down and failure. Levels of 
systems availability tbat 
i would be regarded as unac- 

| cep table in telecoms are the 

| norm in data processing. 

PCs, the heart of informa- 
tion technology, “crash" 


with a frequency that would 
drive their owners to 
despair if they were used to 
make telephone calls. 

The conference at which " 
Mr Pieper was speaking, 
Etre, held earlier this month 
in Estoril, Portugal, is 
essentially a computer con- 
ference. It Is changing, how- 
ever, as the significance of 
telecoms in the new Infor- 
mation economy become 
apparent. Most of the manu- 
facturers exhibiting there 
were offering internet-re- 
lated products. Most were 
innovative, software-based 
and not currently available 
from traditional manufac- 
turers. 

Traditional operators, 
however, are among the 
most active of those groups 
building the new data net- 
works. To create such a sys- 
tem was one of the most 
important objectives of the 
alliance announced earlier 
this year between AT&T and 
British Telecommunica- 
tions. As these networks 
grow in size and influence, 
their operators will seek 
innovative products to run 
on them. This will bring 
them into contact with soft- 
ware companies which can- 
not promise “perfect stabil- 
ity’'. Many, after a period of 
growth characterised by an 
accelerating share price and 
stratospheric price/earnings 
ratio, falter and fail. 

Another speaker In Esto- 
ril, Mitchell Kertzman. chief 
executive of the applications 
software company Sybase, 
provided a compelling anal- 
ysis for the failure of these 
companies which put much 
of the blame ou the careless 
use of stock options to 
reward employees. 

He argued that internet 
companies seem to be val- 


ued by the amount they 
spend, rather than tradi- 
tional methods. This is 
because of a perception that 
market share Is critical in a 
fast-evolving new market 
and that spending is the key 
to market share. The share 
price, at this point, is driven 
by “momentum investors’ 1 
who will Invest at virtually 
any price as long as the 
growth of the company 
maintains its upward trajec- 
tory. 

The danger, of course, is 
that if business targets are 
missed by the smallest 
degree, momentum slows 
and the stock falls. The 
practice of rewarding staff 
with stock options means 
that management has a dual 
objective to maintain 
growth - to satisfy momen- 
tum investors and to reas- 
sure staff with stock 
options. 

What happens too often, 
Mr Kertzman claims, is that 
customers are offered 
increasing discounts to 
ensure the company makes 
its targets. It is, of course, 
an unsustainable ploy. Tar- 
gets are missed, momentum 
Investors bale out, and the 
stock price begins its death 
spiral. Staff, acting as 
momentum investors with 
their own careers, leave. 
The company hits the wait 

Telecoms operators will 
increasingly have to deal 
with these Iess-than-perfect- 
ly-stable software houses as 
they seek new and better 
applications with which to 
tempt their customers. 

The internet will, over the 
□ext few years, stabilise and 
offer businesses a business 
class service. It is critically 
important that applications 
on the network are no less 
reliable. 


The head of Lucent Technologies 
explains his ingredients for success 
in a new world and the challenges 
his US company is likely to face 


For adrenalin junkies, 
there’s never been a better 
time to work in telecoms, 
says Rich McGinn, head of 
Lucent Technologies, the US 
telecoms equipment 
company. “Along with 
tourism, telecoms is one of 
the largest growth industries 
in the world." 

Analysts predict that 
Lucent's financial year, 
which ends today, will see 
the company with sales 
worth $30hn - representing 
growth of 20 per cent on the 
previous year. “That’s not 
bad growth for a company as 
large as Lucent," says Mr 
McGinn. 

He believes the telecoms 
industry will evolve into a 
“network of networks", with 
cable television networks, 
broadband and fibre-optic 
networks all linked together. 
Both data and voice will 
travel over this network, but 
they will be broken into 
small chunks so that many 
calls can be sent down the 
same line. 

This approach is known as 
packet-switched as opposed 
to traditional telecoms . 
networks, which are circuit 
switched - keeping a whole 
circuit open for each call. 

Mr McGinn believes the 
Ingredients Cor success in 
this new world are: good 
network management 
software. fibre-optics, 
asynchronous transfer mode 
(ATM) technology and 
packet-switching products 
that can handle internet 
protocol (TP). 

Lucent is a market leader 


in many of these areas. In 
Optical networking it is due 
to deliver the first dense 
wave division multiplexing 
system that can split a sin- 
gle fibre optic line into BO 
channels, and the company 
recently beat US rival Ciena 
to a large optical networking 
order from a US telecoms 
carrier. 

For internet protocol net- 
works Lucent has the Pack- 
ets tar range of products 
launched in May. These 
allow internet service pro- 
viders to prioritise traffic 
over their networks so that 
urgent messages get there 
faster. MCI was the first cus- 
tomer to try the product. 

However, what Mr McGinn 
describes as the “confluence 
of computers and telecoms" 
Is creating new competitors 
'for companies such as 
Lucent. Telecoms equipment 
companies already face price 
pressures from former tele- 
coms monopolies which are 
having to cut their own 
prices. 

But now computer net- 
working companies such as 
Cisco, Ascend Communica- 
tions and Bay Networks 
(recently snapped up by Nor- 
tel of Canada) are selling 
their IP routing products not 
just to large companies but 
also to telecoms operators. 

Lucent has a number of 
options, not mutually exclu- 
sive. It can use Lucent Bell 
Laboratories (once part of 
AT&T Bell Laboratories) to 
develop better products - 
current research and devel- 
opment spending is $3.5bu a 
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Rich McGhtn: 'No one has the monopoly on genius' 


year - or it can buy a com- 
pany with the expertise it 
needs. In fact, a tax bar tbat 
prevents Lucent from partic- 
ipating in low-cost mergers 
through the "pooling of 
interests" ends today. 

Mr McGinn is not ruling 
out buying a company with 
CP expertise. He says: "If 
there are companies consist- 
ent with our strategy that 
can accelerate our progress, 
we will take them seri- 
ously." 

Whatever happens. Lucent 
already has some knowledge 
and patents in the IP area. It 
is currently suing Cisco and 
Newbridge Networks over 
alleged patent infringement 
and says it has settled with 
several other companies. 

Mr McGinn believes "no 
one has the monopoly on 
genius” and he bought an 
ATM' company.^ Yurie 
Systems - when he wanted 
leading products for the 
high-speed ATM networks 


that can transport voice, 
data and video. Since Lucent 
was spun off from AT&T two 
years ago the company has 
spent several billion dollars 
on acquisitions, including 
SDX Business Systems. 
Prominet (which has Gigabit 
Ethernet) and Livingston 
Technologies, a specialist in 
remote access. 

Mr McGinn, whose first 
job was as a telecoms sales- 
man for Illinois Bell before 
joining AT&T in 1378. Is opti- 
mistic about the future. He 
points to the huge number of 
additional lines being 
bought by US households. 
Many now have four, he 
says, with lines for fax 
machines and the internet 

The McGinn household, 
for example, has 12 phones 
connected to a switchboard. 
Some of these are wireless 
extensions and work outside 
the house, too. There Is even 
a line not connected to the 
switchboard so that it will 


Stm work if there are power 
failures during storms. 

.Outside the US. Mr 
McGinn sees China provid- 
ing tremendous growth, with 
20m new lines each year. He 
says the Chinese market is 
very demanding for telecoms 
suppliers, not just because of 
the capacity required but 
because It wants to benefit 

from the latest technological 
advances. 

Mr McGinn likes staff to 
beat the deadlines he sets: 
be is an appreciative man. 
And is dearly much happier 

fallring ahnilt what his Staff 

have achieved than his own 
achievements. He has trou- 
ble thinking of the biggest 
challenge of his career, and 
when a colleague suggests 
that it might have been help- 
ing to spin off Lucent Trom 
AT&T, he says “but that was 
easy". 

Early this month Mr 
McGinn was In Paris to tell 
Lucent staff based in Europe 
about a new issue of 
employee share options. He 
says: “l want everyone, 
including those on the shop- 
floor. to view the company 
In the same position as other 
shareholders." 

He is also keen on having 
a diverse workforce, with 
different backgrounds and 
viewpoints. Forty per cent of 
senior managers come from 
outside AT&T. And although 
Mr McGinn worked for 
AT&T for IS years, he says 
“we didn’t want staff who 
only saw the world the way 
telecoms carriers see it. Oth- 
erwise we would miss oppor- 
tunities. 

"It Is no coincidence that 
CNN. the global news net- 
work. wasn't thought up by 
a conventional TV network, 
because tbat wasn’t the way 
they did things." 

It is unlik'ely that the 
engaging Mr McGinn finds 
much time to watch TV. He 
loves sport - any sport - 
and he and his wife have a 
camp in the Adirondack 
mountains. 

“The other weekend we 
went there,” he says with a 
smile. “We sailed, we hiked, 
we boated, we played tennis, 
we watershed - all in two 
days. My wife said: 'Isn't It 
great we’re getting time to 
relax’." 
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02 / New Area Codes 
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03 / Reserved for Area Codes 
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All the phone companies have got together... 

it’s a really big number. 


The task of reorganising our telephone numbering system to cope with the demands of the future is such an enormous one that all of the UK’s phone 
companies have got together to implement it Many codes are changing, not only to make space for hundreds of millions of new numbers, but also to create a clearer, 
simpler system. Here’s how its going to work. 

00 codes will be, as they have been for a while, exclusively for international dialling. Our national area codes already use 01. Some of them will become 02. 

03, 04, 05 and 06 prefixes will be set aside as an immense reserve of numbers that should last for many years to come. 

07 will be for mobiles, pagers and personal numbers (we call them ‘Find me anywhere’ numbers). 08 will be used for fireephone and other special rate numbers, 
while 09 will indicate premium rate numbers such as entertainment and information services. 

As you can see, this reorganisation is a really ‘Big Number.’ And, although you’ll notice that some changes have been introduced already (some new mobiles 
have the 07 prefix as we speak and new roles for 08 and 09 numbers are now being introduced), most of the changes won’t happen overnight 

For areas receiving new codes, the changes will be phased in from June 1999, with new and existing codes running concurrently for All TflCr 

over a year. Everyone will have plenty of time to prepare. PIlOllO 

In the meantime, you’ll find details of the planned number changes on our website which you can visit on www.nuroberchange.org COlUPclIlieS 
or call our freephone helpline - 0808 22 4 2000. — __ 

Together 

These changes affect all of us. They benefit all of us. And they come from all of us. ■ ^ mm " 


Companies 

Together 
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DOES YOUR COMPANY 
HAVE AN IDEA WE CAN 
TAKE SOMEPLACE? 

i 

I 

j 

Along the windblown prairies of Penelope, Texas, GTE is simply... the phone company. But far away in j 

i 

i 

China, we’re a paging service for 25 cities. In Redmond, Washington, we’re a sophisticated LAN system i 
for Microsoft. In Washington, D.C., we’re managers of a private data network for the U.S. Treasury. j 

i 

i 
f 

different countries. On the Web. our SupcrP&ge? Interactive 

Services received more than 28 million visitors last rear. We're 

✓ 

a leader in managed Internet security. We deliver cellular 
service in Venezuela. IVe provide 911 service for millions of 
people in California. 

And yes. were still the people who make the phones ring 
in Penelope « Texas. Muskegon , Michigan. And Lynnwood. 
Washington. Were a company clear in its mission of moving 
ideas for people, no matter where they live, or where they work, 
or where their lives and businesses take them. 



We're still a provider of local phone service . with 


tnore than 21 million lines in the US. But we also 


go far beyond that: we're moving ideas in a lot of different ways. 

GTE hosts some of the largest websites in the world, 
supporting more than 25 million page views a day , ; We're 
developing a 17,000-mile , coast-te-coast data network. It 
will expand the capacity of the GTE network to 100 times the 
size of today V In ter net. 

Were also a long-distance company, with more than f»»o 


millio7i customers. GTE provides directory services in seventeen 


We’re people who move ideas via local phone lines, long distance, wireless, video, Internet and 
directories. That’s what we do. That’s who we are. Does your company have an idea we can take someplace? 



- - ^v 


www.gjtx.com 


PEOPLE 

MOVING 
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Secondary issues to the fore 


Governments are 
now looking to 
sell further stakes 
of part-sold 
utilities 

Paw regions of the world are 
virgin territory for telecoms 
privatisations, so the empha- 
sis is shifting towards sec- 
ondary issues, where a sec- 
ond tranche of equity is 
floated. 

In Europe, most of the 
largest telecoms companies 
(telcos) have already been 
privatised. British Telecom, 
Telecom Italia. Telefonica of 
Spain and Teledanmark are 
100 per cent privatised. The 
next big thing in Europe in 
the coming months will be 
the privatisation of Swis- 
scom. 

The telcos' brokers are 
currently talking to inves- 
tors around the world about 
the stock. However, the per- 
centage of equity being 
floated has already been cut 
because of uncertainty about 
the markets. 

A second trauche of 
France Telecom is due to be 
floated iu the next three 
months or so. Also on the 
stocks are Telecom Austria 
and Sonera of Finland, 
which should come to mar- 


ket in the next three to six 
months. Another tranche of 
Portugal Telecom is coming 
up. and there could be a 
third tranche of KPN uf the 
Netherlands. 

In 1939. Belgacom of Bel- 
gium, Telia of Sweden and 
Telenor of Norway all plan 
share issues. Turk Telecom 
is expected to come to mar 
ket sometime next year. 

There could be a second- 
ary issue of OTE. Greece's 
public telecoms operator. 
However. OTE's chairman. 
Dimitris Papoulias, stepped 
down earlier this month, 
over reports ol a clash with 
the chief executive aver the 
sale of a 15 per cent tranche 
to domestic and foretgn 
Investors. 

Mr Papoulias. last year 

masterminded the successful 
flotation of a 15 per cent 
equity tranche under the 
government's partial privati- 
sation programme. 

Thirty-seven per cent of 
OTE is owned by a mix of 
private investors and institu- 
tions. 

in eastern Europe, the 
Czech Republic and Hungar- 
ian phone companies have 
already been privatised. 
Ameritech of the US and 
Deutsche Telekom of Ger- 
many both took stakes in 
Matav of Hungary prior tu 


its successful initial public 
offering Of the remaining 40 

per cent of equity last 
autumn. Other east Euro- 
pean telcos" due tu privatise 
are TPS A of Poland and 
Estonia Telecom. 

Bulgaria's telecums tutu 
pany is being privatised and 
Ruin Telecum of Romania 
has been seeking partners, 
though many have with- 
drawn from the bidding pro- 
cess. In Latin America, the 
biggest telco. Telebras of 
Brazil, has already been pri- 
vatised. The Braklian gov- 
ernment is to license a num- 
ber of competitors to 
compete with Telebras. and. 
this is generating some 
excitement. 

Turbulence in Asia-Pacuir 
financlal markets will 
reduce the number of tele- 
eums privatisations there In 
the next year: exceptions 
include Telstra of Australia 
and Chung Hwa of Taiwan. 

The Australian govern- 
ment has promised to float 
the second tranche of Telstra 
- probably next year - If it 
is re-elected next month 
Optus. Die rival Australian 
phone company which is 
part-owned by Cable & Wire- 
less. is due tu be floated 
either aits year or next In 
Hong Kuiig and China, the 
stock exchange -listed China 


Telecom (Hong Kong) could 
be turned into a vehicle for 
the privatisation of more of 
China Telecom. 

The Japanese Finance 
Ministry has begun prepara- 
tions for a fourth tranche of 
up to lm shares in NTT. the 
country's long-distance car- 
rier. The ministry owns 65.4 
per cent of the group and 
plans to choose lead manag- 
ers for the issue by early 
October, with the intention 
of the sale going ahead this 
year. The Japanese govern- 
ment is expected to raise 
aiuund Yl.QOObn [rum selling 
the shares at home and in 
the US and UK. Docomo. 
NTT's mobile iirm. is also 
due- to be floated this vear. 
fur around $50bu in what 
will be one of the world’s 
largest share offerings in 
recent years. 

Korea Telecom could also 
□oat this year or next 

Africa is one of the main 
areas of the world where 
there lias been little tele- 
L-uins privatisation activity. 
A stake in Telkom uf South 
Africa has been sold, and 
Keuya and Uganda have 
been considering notations. 
However, the African cellu- 
lar market is attractive 
because uf the low-penetra- 
tion of fixed phones and the 
huge infrastructure spend- 


ing that would be necessary 
to cable remote areas. 

With the recent downturn 
in world stock markets is 
there sufficient demand in 
world markets for all these 
privatisations? 

James Ross, telecoms ana* 
lyst at ABN Amro Hoare 
Govett. believes there is. 
The big discovery over the 
past couple of years has 
been the domestic retail 
market," he says. "Five 
years ago the assumption 
was that the main invest- 
ment would be from big 
investment institutions. The 
discovery was that every 
market could have wider 
share ownership. Telecoms 
shares combine the security 
of a government bond with 
an attractive yield and scope 
for capital appreciation. 

"Provided the local retail 
markets behave the same 
way in future issues of tele- 
coms shares, the demand 
will be there." 

Retail demand has also 
been helped in the last few 
years by foiling inflation, 
which makes the return on 
other farms of investment 
such as bonds less attrac- 
tive. Investing in a telco Is 
seen as the acceptable face 
of entering the equities mar- 
ket. 

There is an alternative to 



France Telecom development branch executive director Jean 
Dandamian (left centre) and NYSE chairman, Richard Grasso, were 
nxrounded by can-can dancers at the company's IPO r«u4p 


what is normally understood 
as privatisation, which is 
simply to sell a stake in a 
government telco to another 
company, usually a foreign 
telco. In fact, many of the 


privatisations that have 
already taken place are a 
mix of publicly-quoted 
shares and a stake (or sev- 
eral) owned by foreign tel- 
cos. This method may be set 


to increase if uncertainty in 
world markets continues. 
This is because it enables 3 
government to raise money 
in. say, a private auction 
without having to worry 
about what the markets are 
doing. 

In the Asia-Pacific region, 
several Asian governments 
have tried to sell stakes to 
other telcos, but often the 
deals have failed to material- 
ise because the asking prices 
have been to) high. Timothy 
Cawley; head of Ameritech 
International, which has 
stakes is privatised Euro- 
pean companies, believes 
one telco that sells a stake tu 
another can benefit from the 
additional resources and 
ideas it brings. 

He says: "The strategic 
partner has much greater 
interest in the telco succeed- 
ing than a management con- 
sultant bruught in temporar- 
ily to introduce change. 

“By floating on the stock 
market a telco has the possi- 
bility of a higher price in the 
short term for the stake it 
sells. But it won't get the 
benefits of another’s experi- 
ence that can help raise the 
value of the rest of its stake. 

“For a company whose 
results are not as favourable 
as they could be. it may even 
make sense to bring in a 
strategic investor to improve 
the story, before the initial 
private offering." adds Mr 
Cawley. 


REGULATION • By George Black 

Role in need 
of definition 


The framework 
for overseeing 
competition in 
many countries is 
still immature 


Regulators are struggling to 
boost competition in the 
new. privatised world of 
international telecomm- 
unications. 

In the old world of 
monopoly, the state was 
industry regulator as well as 
service provider When 
governments decided to 
transfer their 

telecommunications to the 
private seetor. it was 
generally acknowledged that 
independent regulators 
would be needed to ensure a 
fair and competitive market. 

In most countries, this 
independent regulatory 
framework is still immature. 
The US. Sweden and the UK 
are exceptional in their prog- 
ress. 

In most of the European 
Union, where the market 
was officially opened up to 
full competition at the begin- 
ning of this year, the role of 
the regulator is still not 
clearly defined, so competi- 
tion could be fairly slow to 
emerge in- some countries. 

The telecom municatiuns 
market is mainly still ruled 
by national bodies, even 
though it has been trans- 
formed into an international 
business. The European 
Commission would like it to 
be regulated at an interna- 
tional level, but this could 
take years to achieve. 

Regulators are limited by 
the framework established 
by governments when they 
privatise, but a pro-active 
regulator can greatly Influ- 
ence the direction uf u mar- 
ket- In setting the frame- 
work, politicians can decide 
which companies are let into 
the market and at what 
times to nurture the growth 
of the most promising com- 
petitors. 

This gradual opening of 
the market happened with 
the UK's duopoly - BT and 
Cable & Wireless - 10 years 
ago and the more recent 
extension of the field to all- 
comers. But. even after 10 
years, BT still holds around 
three-quarters of the domes 
tic market, which shows 
how long it takes for the 
strategy of a regulator to 
have its effect 

Secondly, there is the deci- 
sion, which rests ultimately 
with ministers, on the areas 
□f the market in which cum 
petition will be allowed. In 
the UK. BT has been barred 
from the entertainment sec- 
tor for a time to stimulate 
the growth of competition 
from cable operators. 

The most Important deri- 
sion which Is left to the reg- 
ulator. after these ground 
rules have been laid down, is 
how to control prices. This 
can be done either through 
setting limits to charges for 
customers or indirectly 
through controlling the 
charges for interconnect 
arrangements. 

Price caps introduced in 
the UK a few years agu 
helped to push down charges 
for voice calls. But in the 
data communications sector 
the UK regulator, like most 
others, has done very little. 


notes Margrit Sussiun*, man- 
aging director of the Phillips 
Tariflca consultancy. BT's 
prices for leased lines and 
for ISDN are consequently 
higher than those in other 
European countries, she 
uotes. 

Controlling interconnect 
charges can be a more effec- 
tive means of influence. 
'The regulator's biggest task 
is tu ensure foir charging of 
new entrants by the incum- 
bent for connecting to its 
network." says Rubin Bos- 
worth, a director of the cuu- 
sultancy Schema. 

This is a complex job, 
since it requires an accurate 
assessment of the costs of 
running a network. Often 
the incumbent operator sim- 
ply does not know these 
costs, and usually there is an 
incentive for it tu present 
the costs to the authorities 
in a form that favours its 
own business. 

Incumbents may assess 
their costs on ihe basts of i 
historical performance, 
which is likely to reflect the 
sometimes enormous ineffi- 
ciencies of a monopoly. 

One way round tliis diffi- 
culty may be to apply inter- 
national benchmarks, for 
example from the US where 
[he competitive market is 
most developed. But it is 
arguable that the US situa- 
tion is not comparable to 
that of Europe. 

Another key task for regu- 
lators is tu administer a fair 
numbering regime. Certain 
number sets are more attrac- 
tive to telephone users, and 
the availability of good num- 
bers affects the choice of 
supplier. 

Another way in which reg- 
ulators can boost competi- 
tion is through control of 
cross -charging and cross- 
subsidy. Without regulation, 
incumbents can use clever 
accuunluiy to retain market 
share and keep new entrants 
out of their must favoured 
areas uf business. A close 
watch on how the books art- 
kept can prevent this hap 
pening. 

Conversely, a too-zealuus 
regulator could discourage 
the Incumbent from main- 
taining its level of invest- 
ment and services. It will not 
invest merely for others tu 
cream off profits. 

Incumbents are typically 
disadvantaged by being 
legally bound to serve cus- 
tomers in remote districts, 
even though it may be 
unprofitable to do so. The 
regulator has to be fair tu 
the incumbents in taking 
account uf the costs attached 

to these operations. 

A significant challenge lor 
regulators in the next Tew 
years will be tu manage com 
petition in the local loop, the 
"last mile” of the network, 
which European Union gov- 
ernments are introducing 
under pressure from the 
Commission. The changes 
which the Cum mission 
yarns should make it easier 
for new entrants to compete 
with Incumbents. 

Finally, the whole regula- 
tory framework could be 
overturned by the conver- 
gence of telecommunications 
with broadcasting and com- 
puting. Governments are 
only Just beginning to grap- 
ple with the implicatiuns uf 
this next revolution. 



Speed is all in news reporting. Today's mobile technology 
makes it possible to send dramatic images across the 
world in seconds. 

Wireless data solutions like this ore changing the way we 
work. And with data transfer accelerating at breathtaking 
rates, customers will soon be able to access yet more 
remarkable facilities'. 

As pioneers of GSM, Nokia has the solutions you need 
to make real money from wireless data, right now. 

So grasp the opportunity with Nokia. And expect further 
exciting news - as it happens. 


An exclusive, 

courtesy of Nokia 



Connecting People 


www.nokia.com 
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uccess story has far to run 


In a matter of years. Telstra 
has virtually transformed 
itself from a stodgy, 
state-owned basic telephone 
services company to one of 
Australia’s outstanding 
corporate success stories. 
But the story Is far from 
complete. 

Following fierce political 
delate about the company’s 
future, and signs of greater 
regulatory intervention. 
Telstra appears to be 
entering an uncertain phase 
which could dampen, rather 
than extinguish, its current 
shine. 

Telstra's partial float on 
the Australian Stock 
Exchange last November 
drove profitability to record 
levels in the year to June. 

Net profit jumped 17 per 
cent to S3bn, the highest 
level ever reported by an 
Australian company and 7 
per cent above the 
prospectus forecast. 
Revenues jumped 8.3 per 
cent to $i7.3bn on strong 
growth in relatively new 
areas of business such as 
mobile telephony as weD as 
internet and data services. 
“Traditional" services, such 
as basic telephony, now 
account for just 55 per cent 
of Telstra's total revenue. 

Telstra's share price 
plunged nearly 4 per cent 
after the company 
announced record financial 
results in August, mainly on 
news that the board had 


ruled out a special dividend 
and would bq unlikely to 
exclude dividends from tax 
beyond the current financial 
year to June. This was 
despite a final dividend of 7 
cents, bringing the annual 
payout to 14 cents, above 
the prospectus forecast of 13 
cents. 

Some analysts and 
investors, however, argued 
the carrier should have 
made a one-off payment to 
distribute some of its 
immense cash-flows, which 
rose 7.3 per cent in the year 
to $5.6bn. 

Eut what critics described 
as excessive prudence on 
the part of chief executive 
Frank Blount and the 
Telstra board is more a 
reflection of the company's 
increasingly mixed outlook. 
Telstra signalled its 
determination to keep cash 
on hand to respond to 
growing domestic 
competition, cushion itself 
from further fallout from 
Asian economic upheaval, 
and exploit new investment 
opportunities. 

Finding a successor to Mr 
Blount, a tough. 
American-born executive 
who joined Telstra from 
AT&T and intends to leave 
at the end of the year, is 
another daunting challenge 
and is likely to weigh on the 
company's share price in 
the current year. 

The biggest challenge. 


Telstra 
Share price (AS) 
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however, is the way 
national politics have left 
Telstra in what Mr Blount 
described as a “never-never 
land” between public and 
private ownership. 

Telstra shares made their 
market debut at a 30 per 
cent premium to the first 
instalment price of A$l-95 
per share. More than lAm 
Austr alian investors 
participated, and analysts 
say there is strong appetite 
for more Telstra shares. 

Two-thirds of Telstra 
remain locked up in the 
government's stake, putting 
Canberra in a 

much-criticised dual role of 
regulator and major 
shareholder. The future of 
its 66 per cent stake 
triggered intense political 
debate earlier in the year 
and turned Telstra into an 


election issue in the lead-up 
to the October 3 polls, 

John Howard, the prime 
minister, had initially 
pledged to sell the 
government's entire stake 
and use the proceeds to 
retire national debt and 
provide a “social bonus” for 
Australians. Powerful 
interests, including rural 
lobby groups, opposed the 
sale, arguing that a fully 
privatised Telstra would not 
adequately maintain 
unprofitable rural services. 

In a humiliating 
backdown in July. Mr 
Howard's proposal was 
defeated - mainly due to 
opposition from his 
coalition partner, the 
rural-based National Party. 
A compromise agreement, 
to proceed with the sale of 
another 16 per cent of 
Telstra, has raised a new 
raft of regulatory issues - 
although it has left the way 
open for a full sale over 
three years. 

New controls built into 
the compromise agreement, 
however, would force 
Telstra to comply with 
specific legislated service 
standards, to be outlined in 
a new telecomm unica tions 
act A full sell-off would be 
possible only if an official 
Inquiry could prove Telstra 
had complied fully with the 
legislated service standards. 

Mr Blount has described 
growing competition from 


the government's telecoms 
deregulation programme as 
one threat to Telstra's 
future profitability. But the 
likelihood of regulatory 
intervention posed the 
largest threat, be said. 
Already. Telstra is facing 
regulators on several fronts. 

Most imm ediate are two 
investigations by the 
Australian Competition and 
Consumer Commission, the 
government’s powerful 
anti-trust watchdog. The 
ACCC is conducting 
inquiries into Telstra’s 
near-monopoly local call 
business and into allegedly 
anti -competitive conduct 
when churning, or 
transferring, customers to 
other carriers. 

Mr Blount has predicted 
continued strong profit 
growth, regardless of the 
group's ownership 
structure. But as long as the 
company remains in 
“never-never land.” its 
ftind-raising options will 
remain severely restricted. 

A continuing programme 
of deep cuts in capital 
expenditure is likely to 
boost cash-flow and 
maintain a steady pace of 
debt reduction. With a net 
gearing ratio of 37 per cent 
and interest cover of 7.6 
times, the company's 
finan cial flexibility is not in 
doubt 

Gwen Robinson 




IPO to fund network expansion 


Global data comm unica 
thms a^e booming, and the 
big carriers are rushing to 
upgrade their voice 
networks to cope with the 
data' explosion. Smaller 
data networking companies 
have reason to worry, but 
not Didier Delepfne, 
president of Equant, who 
hardly has the look of a 
man about to be crushed by 
giants. 

Flush with funds from 
Equant's Initial public 
offering (IPO) in July, he 
talks enthusiastically about 
the company's own 
ambitious network upgrade 
that includes buying a big 
155-megabit link on a new 
transatlantic cable. 

Equant, which claims to 
operate the world's most 
extensive data network, 
usually leases links to carry 
the data ofits 600 
customers, which are 
mostly, multinationals. But 
the amount of data carried 
soared almost 200 per cent 
in 1997 and Mr Deleplne 
says it is increasingly 
difficult to lease extra 
capacity. So Atlanta-based 
Equant whose revenues 
lastyear were 5529m, has 
chosen to build its own 
neftv&ki starting with the 
transatlantic link and 
Joined next year by 
dedicated networks for 


Europe and the US- 

Almost two-thirds of the 
8645 m. that Equant planned 
to raise from the IPO will 
go to buy international 
network capacity. “I don't 
believe that you bave to 
own your network 
resources, but sometimes 
there are overwhelming 
advantages.” says Mr 
Delepine. 

One advantage is 
substantial cost savings as 
Equant paid Sl4m to buy 
the 155-megabit link 
outright - previously it was 
paying $4m each year to 
lease a much smaller 
45-megabit link. 

With arguments such as 
this Mr Delepine has 
persuaded Wall Street to 
invest in a company which, 
outside the data networking 
Industry, is not well known. 
“You cannot survive by 
being the best-kept secret in 
telecommunications,” he 
says. 

Equant started life in 
1949 when leading airlines 
created a Co-operative 
organisation - Si la - to 
provide communications far 
the air transport industry 
around the world. 

In the late 1980s, Sita 
started seeking 
“non-captive” customers for 
its network, and this side of 
the business, which became 


Equant Network Services, 
has grown much faster than 
Site's traditional customer 
base. Sita and Equant 
jointly own and operate the 
network for their respective 
customers. 

Prior to this year's 
flotation, the Sita holding 
company also took the 
name Equant to “unify and 
strengthen the Equant 
brand”. More than half the 
data carried in 1997 still 
came from Sita members, 
although the ratios have 
since reversed. Critics saw 
the rebranding exercise as 
an attempt to disguise this 
heavy dependence on 
airlines - an industry 
notoriously vulnerable to 
economic downturns - and 
play down the company's 
less attractive businesses, 
such as its sprawling 
services arm, whose 
revenues bave stagnated. 

Equant has embarked on 
a restructuring programme 
to increase revenues and 
poor profitability of this 
division, now called Equant 
Integration Services. The 
headcount has been cut and 
the strategy shifted from 
supplying airlines with 
telecoms equipment and 
maintenance - its original 
role - to providing 
higher-margin services. 

Mr Delepine agrees that 


Equant Integration Services 
looks unattractive when 
compared with the Equant 
Network Services division, 
whose revenues almost 
doubled in 1997. But he 
believes synergies can be 
found. “In more and more 
cases there is a change to 
leverage solutions between 
the two divisions,” be says. 

Since last January, when 
the two companies started 
to work more closely 
together, the percentage of 
customers shared by both 
divisions has grown from 5 
to II per cent 

Equant was one of the 
first carriers to allow 
multinationals to li nk 
locations globally using 
frame relay - a high-speed 
data networking protocol - 
and it claims to offer the 
most extensive such 
network with connections 
in more than 75 countries. 
However, its early lead has 
diminished as at least a 
dozen carriers now offer 
frame relay globally. 

Around one-fifth of 
Equant's IPO proceeds will 
be used to regain a 
technology edge by 
developing new products, 
particularly ones based on 
the internet protocol (IF) to 
link corporate Intranets 
around the globe. 

An other new area is 


products to carry voice 
alongside data traffic. Mr . 
Delepine claims these will 
allow multinationals to talk 
to branch offices around the 
world as easily and clearly . . 
as if they were internal 
extensions. He says cost' ' 
savings of up to 70 per cent 
can he achieved over 
dialing through the 
conventional telephone 

network, r ' 

The only global alliance 
that may cause Mr Delepine 
to lose some sleep is the 
recently-announced venture 
between BT and AT&T to 
pod their international .■ 
activities. “You cannot 
minimise the power of these 
two companies, and I am 
quite certain they will ' 
succeed in some areas,” he 
says. 

Although both BT and 
AT&T are today best known 
for voice telephony, they ‘ 
and other big carriers are 
investing heavily to' attack 
the booming market for 
international date network 
services. 

It is an open secret that 
IBM is seeking to sell its 
global networking division. 
“IBM is not sure that 
tiwants to stay In the date . 
networking business. We 
are.” says Mr Delepine. 

Geoff Naim 


TELECOTTAGING • By Joia Shillingford '■ 

It’s almost as good 
as being there 


Technology is 
helping people 
to work and live 
in different 
countries 

Forget teleworking from a 
telecottage. Today's tele- 
workers are starting to live 
in one country and work in 
another - using telecoms to 
cut down on travel 

John Sandifer, at billing 
software consultancy AMS. 
lives in Paris and works 
mainly in London and the 
Netherlands. Until July he 
lived in London, but decided 
to move when his landlord 
told him he planned to sell 
the bonse Mr Sandifer 
rented in Chiswick. 

“We looked around for 
somewhere else within good 
commuting distance of the 
children's school the French 
Lycee,” says Mr Sandifer. 
“But within 
our price 
range we 
would have 
been looking 
at increasing 
their com- 
mute to 
school from 30 
minutes to 40 
to 50 minutes. 

“So we 
decided to 
move to Paris, 
where we had 
lived once 
before. Now 
we live in the 
centre and 
our three chil- 
dren have a 
five-minute 
walk to 
schooL” 

Mr Sandifer Keeping m tou 
says he car- 
ries his office of notebook 
computer and Global System 
for Mobile (GSM) phone with 
him, but when he is in Lon- 
don or Amsterdam he uses 
AMS offices. “All T need is a 
mobile and a power point," 
he says. 

A typical week for Mr San- 
difer is in London on Mon- 
day, Amsterdam on Tuesday, 
Wednesday and Thursday, 
and Paris on Friday. 

Mr Sandifer reports to 
AMS In London; although 
the company is a legal entity 
in France, it has no office 
there. He has Just had an 
ISDN line installed. “Now I 
can get on to the AMS global 
network from home, get on 
to Lotus Notes, get files from 
London, or connect to the 
internet,” he says. 

Mr Sandifer also plans to 
use video-conferencing over 
ISDN to keep in touch with 
colleagues while retaining 
some of the intimacy of 
face-to-face meetings. How- 
ever. he says he would not 
use video-conferencing for 
client meetings unless the 
client wanted that. 

He is not worried about 
losing contact with London- 
based colleagues. He says: 
“Nowadays there's a range 
of telecoms tools for keeping 
in touch with people so I 
choose wbat's appropriate 
for the situation. If a real- 


time exchange isn't needed I 
use electronic mail." But he 
thinks it is critical for some 
face-to-face contact to be 
retained. 

An American with dual 
American-French national- 
ity, Mr Sandifer and his fam- 
ily are happy with their new 
address. He Is paid in French 
francs and says: “As long as 
I'm working in Europe I’ll be 
based In Paris. Once we 
thought about Paris, we 
thought 'why notr" Moving 
from Chiswick to Ealing 
would have been almost as 
much upheaval as moving 
from London to Paris. 

Fiona Rew-Cochrane 
started teleworking to an 
office in another country for 
a similar reason. But Instead 
of a forced house move, it 
was her employer who was 
moving offices. Ms Rew- 
Cochrane had moved from 
London to Amsterdam to 
work on an oil industry proj- 
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Keeping in touch: CoKn Farquhar calls into the office 


ect there. But then the com- 
pany decided to relocate to 
Rotterdam, which would 
have been more difficult for 
her husband to travel to at 
weekends. 

After a stint working for 
another company, Ms Rew- 
Cochrane, an IT contractor, 
worked out a new arrange- 
ment. Instead of having to 
be in Rotterdam all the time, 
she would work for the com- 
pany three days a week but 
only go to Rotterdam in 
alternate weeks. Every other 
week she would work from 
her home in north London. 

Ms Rew-Cochrane loved 
the arrangement, communi- 
cating with the Rotterdam 
office by phone and elec- 
tronic mail. She is now 
working on the Istanbul 
phase of the project. 

For Colin Farquhar the 
decision to work in one 
country and live in another 
came when his company 
sold its non-core product 
lines and closed its Edin- 
burgh office in June. Mr Far- 
quhar. channel marketing 
manager for networking 
company Shiva decided to 
carry on living in Lime Kilns 
in Scotland, a small village 
45 minutes' drive from Edin- 
burgh. He now reports to the 
company's office In Woking- 
ham, in southern England. 

He says it was not difficult 


to persuade the company to 
agree because he already 
spent a lot of time travelling. 
Now a typical week for Mr 
Farqubar is to spend Mon- 
day and Tuesday in Woking- 
ham, one or two days in one 
of the company's overseas 
offices such us Paris. Stock- 
holm. Munich or Utrecht, 
and Friday at home. 
“Because I travel so much, 
when I'm at home I start at 
9am and finish at 5pm so 1 
have more time to spend 
with my family." 

In his village home an the 
edge of the Forth. Mr Far- 
quhar has a couple of PCs 
linked by an Ethernet net- 
work. This is connected to 
fax and voicemail. An ISDN 
line and Shiva ISDN router 
link Mr Farquhar to the 
Wokingham office. When he 
returns from a trip he can 
plug his laptop into the net- 
work and transfer the files 
he has created. 

When trav- 
elling. Mr Far- 
quhar has a 
PalmPilot per- 
sonal organ- 
iser which, he 
ZXMs&» says, is a god- 
send for 
scheduling. 
He also has a 
Windows CE 
palmtop PC, a 
Sharp HC4500. 
which he uses 
on flights in 
preference to 
his laptop. He 
also has a 
Nokia 6110 
mobile phone 
with extra 
built-in data 
card and 
infrared link 
ice so he can con- 

nect to the 
internet by simply pointing 
the phone at the laptop and 
dialing up. 

Mr Farquhar can connect 
to his Wokingham office via 
the internet, which acts as a 
secure virtual private net- 
work. This means the office 
is a local call away from his 
home or from anywhere in 
the world. This is possible 
because Shiva's LanRover 
VPN gateway box sits in the 
Wokingham office at the 
point where Shiva has a 
company connection to the 
internet 

“It's been a big help work- 
ing for a company that speci- 
alises in remote access prod- 
ucts because I'm not a 
gadget person and haven't 
had to make lots of decisions 
about what technology to 
use,” says Mr Farquhar. 

“The benefits of my work- 
ing arrangement are that I 
have a lot of flexibility over 
how I organise my schedule. 
And our parents, who live 
nearby, can be more 
involved with our child, 
which is why we moved to 
Scotland three years ago. 

“The drawbacks are that 
I've been less involved with 
my wife's current pregnancy 
than I was with the first one. 

It seems to have lasted only 
two-and-a-half months 
because I've been away so 
much.” 
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Before we put our finest printer together, 
we considered how it should come apart. 





KYOCERA CORPORATION .FAX: JAPAN (SI) 75-604-3510 WWW. kyOCera.COITI 


Because it's all part of the earth. 




It had never been done before. Take an ordinary 
office machine and turn it into a model of 
ecological manufacturing. Focus on eliminating 
waste and saving resources. The result is earth- 
friendly and economical. Kyocera's Ecosys printer. 

First we made it easy to disassemble and separate the parts. In the Ecosys, 
plastic and metal parts are not bonded together as in many other printers. We also 
took great care to eliminate pollutants. Ecosys parts are m?de of polymer alloys, 
not the plastics containing harmful bromine that some manufacturers use. 

Next we re-examined the cartridge system. A typical printer cartridge 
comprises toner, developer, drums, rollers and other components, many of which 
become waste. So we designed a cartridge-free system. An ultra-durable amorphous 
silicon drum made it possible to incorporate most of the parts into the printer. 
When it's time for new toner, all that needs to be replaced is the toner container. 

And our environmental concern doesn't stop with the printer. It carries right on 
through to the packaging: easy-to-recycie cardboard and recycled pulp mould. It costs 
us more, but we believe it's more earth-friendly than the widely used polystyrene 
Today, Kyocera's Ecosys printer bears the world's most important symbols of 
ecological responsibility * You might say It's a model of environmental design. 

It wasn't easy to produce. But we think a healthy planet is worth the extra effort 
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{ INTELLIGENT NETWORKS • By Philip Manchester 


An extra layer of control 
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Accessibility 
helps to create 
new systems 
quickly and at 
lower cost 

When technologists apply 
the word “intelligent" to the 
fruits of their labours, it is 
best to be wary, what they 
really mean is , ‘clever r . 
“smart" or "adaptable". 

Telecommunications 

networks are the latest in a 
long line of technologies now 
being referred to as 
“intelligent": what they 
really are, of course, is 
"adaptable”. 

Traditional telecommuni- 
cations networks used “hard 
wired" switches to make 
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connections. It was difficult 
to re-route calls to other - 
numbers, and it was Impossi- 
ble to build in extra services 
to combine voice and data or 
to handle multimedia con- 
tent. But digital computer 
technology now makes it 
possible to programme the 
switching logic in a network 
using software - in the same 
way one instructs a PC or a 
mainframe computer. 

Beginning in the mid- 
1980s. networks have grown 
increasingly “intelligent" - 
in the sense that they 
are now much more 
adaptable. 

Intelligent networks intro- 
duce an extra layer of soft- 
ware control, accessible both 
to the operator and to the 
end user. When a telephone 
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Ericsson 
addresses 
a problem 


CASE STUDY 


Directories 


While call centres and call 
re-routing are the highest 
profile applications of 
intelligent network 
technology, they are by no 
means the only ones. 
Universal directories - 
where an enquirer can 
obtain an email address or 
telephone number from a 
single source - rely on 
Intelligent networking to 
connect to directory 
databases. 

Deregulation and greater 
competition have brought 
costs down and offered 
users more choice. But the 
proliferation of new 
services and suppliers has 
caused problems. Oue is 
directory services. 

In days when 
telecommunications was 
limited to telephones and, 
usually, a single national 
supplier, there was only 
one directory administered 
by the supplier. Bat now 
there can be many 
suppliers, each offering a 
range of services with 
different ways or 
identifying service users. 

Where once we might 
have bad a work telephone 
number and a home 
telephone number, we now 
have mobile telephone 
numbers, email addresses, 
perhaps even a web page 
address. The result is a 
proliferation of unlinked 
directories. 

Ericsson, the Swedish 
telecoms equipment 
builder, has been working 
with the Swedish 
University network to find 
a solution - to create a 
national email directory. 
The aim is to create a 
nationally available 
directory service accessible 
through the worldwide 
web (www). 

“The idea is that you can 
access all or the internet 
providers' (IP) directories, 
regardless of the directory 
format or location," says 
Per Jomer, vice-president 
and general manager of the 
network intelligence group 
at Ericsson. "We have built 
a special-purpose server 
called a Direct Access 
Gateway (DAG). It bolds a 
master index of directories 
and can translate from one 
format to another." 

The project is sponsored 
by the Swedish 
government and has been 
tinder development for two 
years. "It is part of a wider 
government-backed project 
to create a new technology 
infrastructure for Sweden, 
call at Tele2 with technical 
responsibility for the 
scheme. The participants 
in the project saw there 
was a need for some form 
of central directory. We set 
out to create a 
specification that would 

deal with the standards 
and format schemas that 
IPs are using. 

“The project set ont to 
solve three specific 
problems in creating a 
white pages directory 
service. These are protocol 
translation, to handle the 
differences between 
directory standards, 
schema translation, to cope 
with different formats, and 
indexing to locate services 
quickly.” 

The specification covers 
the protocols to access the 
four main directory 
standards - including 
versions 2 and 3 of the 
Local Directory Access 
Protocol (LDAP) - and 
defines a method for 

translating between 
different schema formats. 

“Even if you use only 
one directory standard. 


call arrives at an intelligent 
switch it can be suspended 
and Instructions invoked to 
process the caH 

It means, for example, that 
calls for a toll-free number 
can be diverted to other 
numbers specified by the 
service subscriber. Calls to 
an office telephone can be 
re-routed automatically to a 
mobile telephone. The intel- 
ligent switch could also set 
up a dual connection, com- 
bining the voice traffic with 
an internet link. 

The accessibility of intelli- 
gent networks should also 
enable businesses to create 
new service applications 
quickly and at a lower cost 
Services which link voice 
and data communications or 
mairp use of mul time dia are 
examples. 

“Intelligent networking 
technology is the basis for 
many new applications and 
what we are calling ‘toller 
services’," says Per Jomer, 
vice-president and general 
manager of the network 
intelligence group at Erics- 
son, the Swedish telecoms 
equipment manufacturer. 

“This covers everything 
from the convergence of 
fixed anrf mobile communi- 
cations to cashless calling 
services and call centres. 
What they have in common 


yon can have different 
schemas," says Mr 
Fallstrom. “In one, for 
example, you might jnst 
have a name as a single 
item. In another you might 
split the name Into given 
name and family name." 

The specification also 
required solution to the 
problem of indexing 
directories. “Common 
directory standards such as 
LDAP and XL500 are 
hierarchical so there is a 
problem knowing which 
part of the directory to go 
to.” he adds. “Any solution 
bas to cope with this. 

“Once the specification 
was complete, we put out a 
request for proposal 
document Swedish 
University Network (Sonet) 
and Ericsson were selected 
as the project participants. 
Sonet administers the 
network and Ericsson Is 
the equipment supplier." 

DAG, now under trial, 
accepts queries in all 
comm only-available 
protocols and interrogates 
an index to find which 
directory servers might 
contain relevant 
information. It then 
accesses all the identified 
servers, using the protocol 
appropriate to each server, 
and collates the results for 
the transmission to the 
enquirer. DAG also 
contains charging 
interfaces, allowing 
flexible billing. 

The new DAG service 
works by acting as a 
gateway to all internet 
operator and service 
providers' directories. This 
gives internet users instant 
access to all the contact 
details of Swedish users of 
the net. It includes mobile 
and fixed telephone 
numbers, email addresses 
and www sites - even 
though the information 
may be in different formats 
and held in different places 
by different organisations. 

Although the primary 
purpose of the project is to 
create a national directory, 
Mr Fallstrom does not rule 
out the possibility of 
extending the service 
beyond national 
boundaries. “We are 
testing the service and we 
want to spend a year 
checking that it can 
perform - that the indexes 
don't get clogged up or 
grow too complicated." 

DAG Is claimed to be the 
first service of its kind to 
offer a single point of 
access to directory 
Information and, according 
to Ericsson, it opens a new 
range of business 
opportunities. 

“Since the release of 
DAG In June it has 
generated much interest 
from both the telecoms and 
datacoms markets," says 
Ericsson's Mr Jomer. 

“With the explosion in the 
use of email and www 
addresses, dearly there is 
strong demand for a 
product that can find a 
complete set of contact 
details within seconds and 
at the touch of a button." 

The project bas attracted 
attention elsewhere. It has 
received recognition from 
the Internet Engineering 
Task Force as an example 
of how to implement a 
protocol translator fin* 
directory services. The 
project is supported by the 
Swedish Foundation for 
Knowledge and 
Competence Development 
(KX-stiftelsen). 

Philip Manchester 


is how they bring control of 
the network to the end cus- 
tomer. They can go in and 
make changes - re-route 
calls to other numbers and 
the like." 

Far from being only a. 
technological push, however, 
intelligent networks have 
been born out of a demand. 
Businesses need technology 
that can adapt quickly to 
changing business condi- 
tions; intelligent networks 
enable new types of telecom- 
munications services and 
applications which could 
offer cost-effective ways to 
compete In the global mar- 
ket 

Call centre applications of 
intelligent networks have 
the highest profile at pres- 
ent. Financial institutions 
have derived enormous ben- 
efits - in the form of cost- 
cutting and market expan- 
sion - from their use of call 
centres. Manufacturing and 
retailing are following, see- 
ing opportunities to use call 
centres based on intelligent 
networks in marketing and 
sales support. 

Deregulation and the 
changing structure of the 
telecommunications Indus- 
try bas helped to fuel the 
demand for intelligent net- 
work technologies. B31 Joel, 
European vice-president for 


courier networks at Nortel, 
says: “There are three driv- 
ers - economics, productiv- 
ity and regulatory. Call cen- 
tres come out economics and 
productivity - they are ways 
of improving efficiency. Reg- 
ulatory issues - such as like 
being able : to select your 
own airier, number portabil- 
ity and equal access-are driv- 
ing the creation of services." 

Demand for Intelligent net- 
works is certainly buoyant. 
A report published last year 
by UK market researcher 
Schema forecast a trebling 
in annual European reve- 
nues for the intelligent net- 
work services to 3I5bn by 
2002. Ericsson's Mr Jomer 
points to figures from Ovum, 
showing 20 per cent annual 
growth in demand for the 
equipment to power intelli- 
gent networks “We are actu- 
ally growing ahead of the 
competition at 40 per cent, 
and the demand is coming 
from across the telecommu- 
nications ' market - from 
incumbent suppliers such as 
BT and AT&T, and from cel- 
lular operators. " he says. 

Schema's report notes that 
cumulative investment in 
the equipment needed for 
European-based intelligent 
networks between 1996 and 
2002 win add up to Sl-5bu, 
and confirms Mr Jomer’s 



Per Jomer ‘Growing ahead of the competition 1 


assertion that the source of 
demand is spread widely. 
Some see this as a source of 
tough competition and even 
conflict between incumbent' 
operators and newcomers. 

“It's about telecoms 
democracy against telecoms 


oligopoly," says Charles 
Coates, a partner at consul- 
tants A.T. Kearney. “The 
incumbents in Europe are 
desperate to retain their net- 
works and are looking to 
applications based on Intelli- 
gent networks as a source of 


revenue. But they foev chal- 
lenges all round from motnie 
operators and corapamt* 
such as Level 3 and Quest 
laying down fibre optic back- 
bones." 

He says the newcomers 
have an advantage over the 
Incumbents. “These compa- 
nies have better software 
skill* than the telecommuni- 
cations companies and they 
are more commorciaily 
focused. Telecoms compa- 
nies are not big in call cen- 
tres, for example, ami yet 
the call centre is becoming 
increasingly sophisticated - 
linking in the internet and 
bringing in multimedia. 
Those coming from the com- 
puting side are much more 
competitive. BT in the UK. 
for example, can compete, 
but it needs a different busi- 
ness model.” 

BT - and its rivals - will 
have little choice; the trend 
is for telecommunications 
networks to grow increas- 
ingly intelligent or. more 
properly, "soft". Researchers 
at Nortel, for example, are 
working on prototype net- 
works where all communica- 
tions traffic - voice, data 
and video - travels along a 
single wire. They are also 
talking about systems that 
would constantly negotiate 
the best carrier tarifr and 
service quality for a 
long-distance call using 
intelligent "agent" software 
inside the network. 
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As part of Lucent Technologies, 

I'm helping to take communications 

in Europe to new heights'.’ 


Jan Neuteboom. Manager. Software Development 

I love the feeling of freedom when I fly. It’s like the 
freedom I have at Lucent Technologies to find a better 
communications solution. 

That’s how my team of high-flyers developed a countrywide 
networked messaging system to service all the Netherlands 
And it’s why Lucent solutions - from voice and data networking to 
internet call center applications and wireless — are transforming 
communications throughout Europe. 

Whatever the future brings will probably come from Lucent 
Technologies too. After all, over the past 128 years Bell Labs 
our R&D division, has developed innovations that include 
the transistor, laser and cellular technology, even the 
communications satellite. And eight of our scientists have been 
awarded the Nobel Prize — a legacy of innovation that continues with 
3 new patents every working day. 

Who’s responsible for this record of achievement? 

Consider that I have 15,000 colleagues working at 
Lucent across Europe - and 120,000 worldwide. 

Each of us is aiming to make the breakthrough 
that takes communications to a new level. That's 
why I know Lucent will change the way you 
communicate. Get ready for take off! 

We make the things that make communications work? 
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Lucent Technologies 
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gathering pace 


Vendors are be 116 e ^ e ^- but in fewer 

. numbers as they only 

lusnmg 10 become involved in an 

Promote internet internet transaction when 
_ 0 ii or .„. ^ the customer wants to talk 

t-au centre to an agent and hits a "call 

technology button on the web 

OJ screen. 

The call centre haa Datamonitor, an rr consul- 
transformed the concept of tancy, predicts web technol- 
customer service, and the ogy could become the nest 


revolution may soon extend 
to electronic commerce with 
a new breed of internet call 
centres. 

By Unking a call centre to 
a company's website these 
systems can handle 
enquiries irrespective of 
whether they arrive by 
phone, email or fay The arm 
is to reduce the often high 
cost of staffing today’s “full 
service" call centres by 
encouraging customers to 
use the website to access 
information and perform 
transactions. 

Call centre agents will still 


source of growth in the call 
centre industry. However, it 
warns that using the inter- 
net for initial customer con- 
tact is today far from com- 
mon, particularly outside 
North America. 

The consultancy’s figures 
show that web technology 
contributed just 2 per cent of 
the $442m spent on call cen- 
tre technology in Europe Vast 
year, and the share will only 
grow to 3 per cent by 2002. 

The market may not be 
ready but vendors are rush- 
ing to promote internet call 
centre technology, which 


they claim offers the best of 
both worlds: the low cost 
and global reach of the inter- 
net' with the option for cus- 
tomers to talk to a friendly 
voice if desired. 

“There is a grey area in 
customer service between 
the traditional full -service 
call centre and the totally 
self-service internet." says 

Laura Di Sdullo. managing 

director for internet call cen- 
tres at Lucent Technologies. 

in financial services, for 
example, legislation may 
require the seller to demon- 
strate that the customer was 
adequately informed - some- 
thing that is difficult to do if 
the financial product is 
bought “off the screen" from 
a self-service internet site. 

With an internet call cen- 
tre, an agent could automati- 
cally telephone the applicant 
to check their suitability 
before the online sale was 
completed. Agents would 



Traditional call centres often have to cany high staffing costs « 


have the details of the online 
application duplicated, on 
their screen and. in the case 
of an existing customer, 
could call np a customer pro- 
file or record of past transac- 
tions. 

Another application is 
online retailing. One of the 
big problems of shopping on 
the web is that when the 
customer has a query there 
is no easy way for the 
retailer to answer it 

“Online merchants raw w i to 
provide a comfortable' shop- 
ping experience, and that 
often means giving them 
direct access to a real, live 


person.” says Craig Danu- 
loff. president and -chief 
executive of iCat, a OS com- 
pany that sells online cata- 
logue software. 

The company was one of 
the first to allow online 
stores created by using its 
software to incorporate “call- 
back" links to live customer 
agents. The technology is 
supplied by NetCall, the IJJf- 
based internet call centre 
specialist. Micron Electron- 
ics. a US computer retailer, 
plans to use Lucent's inter- 
net call centre technology to 
improve its web store. 

The existing site requires 


the customer to choose from 
a list of computer models 
and options: while the pro- 
gram does chock to ensure a 
buyer's choices are valid, - 
there Is scope for .confusion. 
Micron thus displays a free- 
phone number on each web 
page so customers can call 
for help in choosing their 
system. 

The big drawback with 
this approach is that it 
forces a halt in the buying 
process as customers with 
just one phon Cline will have 
to drop their internet con- 
nection to call the human 
agent. They must then 


explain their, problem over 
the phone and at the end or 
the call reconnect to the 
website . -. . and perhaps 
restart the baying process 
from scratch. - 

'Not' surprisingly, the frus- 
trated customer may wonder 
whether the entire process 
would; not ' be more easily 
performed lust using the 
phone. However, that con- 
flicts with the retailer's 
desire to.use the internet to 
automate transactions and 
save costs. 

Ms Di Sciullo says it costs 
from S3 to $4 to handle a 
transaction using a full-ser- 
vice call centre and just l to 
S cents if the cuswmer does 
the transaction over the 
internet. The new breed of 
internet call centres aims to 
retain the low cost of web- 
based transactions by auto- 
mating the buying process 
as far as possible, but also 
ensure that -a human agent 
can be contacted if needed. 
Micron Technologies plans 
to use Lucent's technology 
to add “call me" buttons to 
its web pages. 

As most consumers only 
have one phone line, the 
Lucent technology has been 
designed so that it can 


simultaneously handle a 
voice . caD and the ongoing 
internet connection on a sin- 
gle ft'ng , thus ensuring the 
customer does not need to 
drop the internet connection. 
To -do this, the customer 
needs a modern PC u 'ith 
microphone and speaker as 
the voice conversation is 
handled by the computer 
rather than a conventional 
phone. 

Users of older PCs lacking 
this feature can instead com- 
municate with a call centre 
agent by typing messages in 

a wiudoA on the screen. 

Alternatively, they can ask 
for an agent to phone in a In 
a few minutes, giving them 
time to exit the internet. 

The combination of the 
internet and call centre tech- 
nologies opens up many pos- 
sibilities - Lucent believes 
the "call me" button could 
soon be used to hold internet 
video-conferences with call 
centre agents. 

But Datamonitor cautions 
it will be many years before 
web-based call centres are 
widely used for mainstream 
customer service applica- 
tions as the number of con- 
sumers with internet access 
remains small 


Black 




Solutions sought as data traffic heads for gridlock 


Bottlenecks in 
the local loop 
constitute the 
biggest problem 

Like London’s M25 orbital 
motorway, global data networks 
seem to be approaching gridlock. 
The more capacity is increased, 
the more traffic grows. In both 
cases solutions are urgently 
needed, but all the proposals are 
controversial. 

Data traffic is already 
exceeding voice traffic in the US 
by some measures, and soon alter 
2000 data will make up the great 
majority of calls in many 
countries. 

Some experts think the data 
traffic congestion problem can 
be overcome by new technology, 
which they claim Is moving as 
fast as users' requirements. 

Others say congestion will last 
for many years because there are 
serious problems in 
strengthening the weak links, 


especially in the local loop, the 
“last mile" of the network. 

In the long-distance network, 
development is moving at a fast 
pace. The leading carriers are 
building their own global optical 
fibre networks so that they do 
not have to rely on contracts 
with others who may have less 
reliable backbones. 

One of the key technologies for 
carriers is synchronous digital 
hierarchy (SDH), a transmission 
system that enables networks to 
be built more quickly and 
maintained more cheaply. 

SDH is becoming a standard for 
new carrier networks 
internationally . 

At the core of networks there is 
a general shift to "cell-switching” 
technology which should unlock 
much higher performance. The 
most powerful forms of 
cell-switching are ATM 
(asynchronous transfer mode) 
and Frame Relay. 

ATM is generally becoming 
favoured by carriers and some of 
the largest corporations which 


are building their own wide-area 
networks. Frame relay is the 
fas test -growing area for large 
businesses generally, according 
to Alan McLeod, UK managing 
director of Lnfonet, one of the 
leading private network 
operators. 

At the local level progress Is a 
lot less rapid. “Bottlenecks in the 
local loop are the biggest problem 
for rolling out electronic 
commerce," says David 
Harrington, director-general of 
the UK Telecommunications 
Managers' Association. 

There has been a widespread 
move among large businesses 
from analog to digital access 
systems, particularly from 
modems to ISDN (integrated 
sErvices digital network). 

But In some countries, such as 
the UK, ISDN has been slow to 
take off, especially among 
smaller businesses and home 
users, because of high prices. It iB 
gradually being more widely 
used, but needs to become a lot 
cheaper. 


Those who still rely on 
modems often have old machines - 
with Inadequate power to 
exchange data in the volumes 
now needed. 

In the next year or two services 
based on ADSL (asymmetric 
digital subscriber loop) 
technology and its variants will 
be offered as an alternative 
method of network access, says 
Howard Hines, senior technical 
manager In - the data and 
information services division of 
BT, the UK's principal carrier. 

ADSL is a system which can 
deliver data to the office or home 
across existing copper wire 
instead of requiring fibre. This 
could speed up access for many 
users from the 128 kilobits per 
second typical for ISDN-2 to 
around six megabits. 

But David Harrington warns 
that much of the copper in the 
local loop is old and in poor 
repair, so is likely to be incapable 
of supporting heavy network 
traffic. The further from the 
switch it is, the weaker will be 


the connection. 

For this reason be thinks it 
could be many years before 
ADSL can be deployed as a 
nationwide network. Other 
alternatives, such as radio or 
satellite delivery, could get there 
first 

Another of the big hopes for 
spreading broadband technology 
is the cable modem, the device 
favoured by cable operators for 
capturing the home market 

Sales of. these devices have 
begun to rise, but the technology 
may not prove to be a panacea. 
Mr Harrington says performance 
could deteriorate substantially 
when cable modem users are 
sharing bandwidth. 

New technology may help to 
ease congestion by improving the 
construction of applications, 
which are ever more complex and 
hungrier for bandwidth. This 
trend can be partly reversed by 
adoption of “activeweb" or 
“active networks", techniques of 
sending data in more economical 
ways. 


The use of the. Java language 
and of similar features iu 
Microsoft’s Windows NT 
operating system will enable 
internet content to be sent in a 
streamlined form which uses less 
network capacity. 

As the network becomes the 
critical resource, applications 
developers will be under pressure 
from IT managers to adopt acti- 
veweb or similar technology. 

A combination of ATM. ADSL, 
activeweb techniques -and the 
near-ublqituous IP (internet pro- 
tocol) could help to prevent data 
gridlock and gradually ease the 
adoption of electronic commerce. 

The main concern is cost. The 
Installation of fibre may be get- 
ting cheaper, but most of the 
other elements of the networks, 
which are now principally soft- 
ware, are becoming more expen- 
sive. 

Few companies can afford to 
provide such facilities for them- 
selves. and most will be reliant 
on outside suppliers. Frequently 
users feel they are being over- 


charged by then suppliers for 
these resources. 

European users complain that 
their businesses are disadvan- 
taged against their US competi- 
tors by. the high costs of data 
communications, sometimes 10 
times as much or even more, 
they claim. One of the dangers is 
that users may decide to shift 
their data communications, for 
example their web sites, to the 
US. - 

Even the national carriers are 
daunted by the scale of the 
investment that will be needed to 
support the next generation of 
the world's communications 
infrastructure. 

This is one of the main reasons 
for the present wave of mergers 
and alliances among interna- 
tional telecommunications com- 
panies, according to the Invest- 
ment banking group Broadview 
Associates. 

It helps to explain the recent 
deals between BT and AT&T. Bel] 
Atlantic and GTE. Nortel and 
Bay Networks among others. 
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Once that train pulls out of Waterloo, 
every empty seat is a wasted opportunity. 
So Euroser was determined chat its cafl 
centre should be as efficient as possible. 

The telephone network had to be reliable, 
well supported, flexible and cost- 
dfeedve. And Eurostar wanted regular 
reports which wouk} allow it to monitor 

its effectiveness. 

Which is why it turned to Energs. 
Telecoms underpins every business. 
Shouldn't you know what our high- 
quality but low-cost service can do for 
youre! For more Information on what 
Energts has done for Eurostar, visit our 
website or, for printed versions, call 

BOO 31 6 061 3.A blemfic 
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SERVICES • By Jdia Shiifingford : 

iles are 
becoming 
all-in tools 


in busiiieiss 


RnBRRET CONNECTIONS * By Michael Dempsey 


9 FT Telecoms 


Text messaging 
and dictation 
are among office 
aids on hand for 
the traveller 

From footie to FTSE, mobile 
phones offer all sorts of 
value-added services. You 
can check the latest football 
scores or the performance of 
the FTSE 100, or even dictate 
messages, la fact, mobiles 
can do almost anything that 
fixed phones can do. But 
value-added services are 
more important to the 
mobile market precisely 
because the user is on the 
move and not near office 

services. 

Cellnet’s Dictation Line 
enables people on the move 
to dictate letters, memos, 
electronic mail, faxes and 
text messages by dialing 
1222 on their Cellnet digital 
mobile phone. 

The dictation is turned 
into text by a computer- 
speech recognition system 
from UK-based Speech 
Machines and checked by 
human operators. It can 
then be delivered to an elec- 
tronic mail address or fax 
machine. Documents are 
usually sent in about two 
hours, and a message to the 
sender’s mobile confirms 
transmission. 

Alternatively, the original 
dictation can be sent to the 
originating mobile as a 
sound file so that it can be 
checked against the tran- 
scribed version. The service 
costs 59p a minute and 
proved popular in trials, 
says Brian Greasley, Cell- 
net’s head of new product 
development 

Voicemail is also more 
important to the mobile than 
to the fixed-phone user 
because the mobile is more 
likely to be switched off. 

Other value-added services 
which help to bridge the gap 
between fixed and mobile 
telephony are growing in 


importance, too. 

Ericsson, the Swedish tele- 
coms equipment company, 
offers a service that enables 
a cellular operator to provide 
an all-in-one fixed and 
mobile telephony service. 
Users need only one number 
for both a fixed and a mn Mlp 
phone. Calls go to the fixed 
phone and if there Is no 
answer are routed to the 
mobile. If that is also 
switched off the call is 
routed to the mobile's voice- 
mail. Cellnet’s Follow Me 
service memorises the num- 
bers the mobile owner is 
usually on and tries them. 

Frank Owen, an indepen- 
dent telecoms consultant, 
expects location-based, val- 
ue-added services to become 
popular. For example, if a 
mobile was combined with a 
global positioning system 
(GPS), a service provider 
could charge less for calls 
made at. say. an hotels 
group. 

“This could be a win-win 
situation for the user and 
the hotel,” says Mr Owen. 
“The hotel, instead of miss- 
ing out on fixed-line reve- 
nues whenever the guest 
made a call from a mobile, 
would gain some revenue. 
The guest could be offered a 
special, lower, mobile tariff 
when using one of the 
group’s hotels.” 

Mr Owen believes mobiles 
will be used to pay far all 
sorts of services because 
knowing which phone num- 
ber the call comes from adds 
an extra layer of security. 
Already mobiles can be used 
for online banking, or as 
mobile wallets for buying 
soft drinks at a vending 
machine (at. for example, 
Helsinki airport). 

Other value-added services 
include voice-activated dial- 
ing (VAD) for mobiles. 
Vocalis the UK-based speech- 
recognition telephony com- 
pany. is carrying out 
research into VAD for car 
drivers so that it could be 
used not just to make calls 
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but to re-route them or call 
up complex information ser- 
vices. 

Alarm notification is 
offered by Alcatel on mobile 
phones or Dect (digital 
enhanced cordless tele- 
phony). The system, which 
requires an Alcatel server 
computer and switchboard, 
is used in a hospital in Bel- 
gium to alert key medical 
staff when monitors show a 
change in a patient's condi- 
tion. 

Orange and Vodafone, two 
of the UK mobile phone 
operators, offer sports and 
other information. Orange 
says that along with virtu- 
ally any sports results it can 
also provide financial infor- 
mation on the main financial 
indices and even on futures 
contracts. 

For the truly mobile trav- 
eller there are services that 
will provide access to a tele- 
phone from just about any- 
where. By using a special 
$1,000 dual-mode handset, 
Cellnefs customers will be 
able to phone from desert (or 
elsewhere) using the ICO 
global mobile network. 

Once back in more popu- 
lated areas, the phone will 
switch to the nearest Global 
System for Mobile (GSM) 
network. The service will be 
available from 2000 and cost 
an average of $135 a minute 
when using ICO. 

At present, mobile net- 


Convergence a reality 


work operators are compet- 
ing mainly on price pack- 
ages, coverage etc. But val- 
ue-added services could 
become a key differentiator, 
says Alex Nourouzi. a con- 
sultant at London-based 
researchers Ovum. 

Today Cellnet’s Genre ser- 
vice integrates the internet 
with mobile telephony to 
provide tailored information 
to mobile handsets inehi/Uwg 
personal finance, share, 
sport and entertainment 
information. UK company 
STNC says its HitchHiker 
smartphone software can 
equip most mobile phone 
users existing equipment for 
the internet 

There is even a service 
available from US-based 
applications company Efu- 
sion that tells you if you 
have a call waiting when 
you are busy on the internet * 

Longer term, develop- 
ments will give mobile users 
a virtually unlimited supply 
of value-added services. 
Evolving standards for con- 
necting mobiles to the inter- 
net such as personal organ- 
iser Psion's EPOC operating 
system company Unwired 
Planet's Wireless Applica- 
tion Protocol browser should 
make this easier. 

In fact if you stretch val- 
ue-added services for mobile 
to include mobile data, 
mobiles will be able to do for 
more than fiTprf phones. 


Keeping up with a 
revolution has 
become a 
challenge for 
individuals 

The constant web of 

alliances and sudden 
mergers within the telecoms 
sector presents a confusing 
spectacle. The much- 
trumpeted theme of 
convergence, with the 
distinctions between the 
computer industry and the 
telecoms sector blurring and 
then disappearing, has 
become a reality. 

For individuals, staying up 
to speed with this 
permanent revolution has 
become a challenge. And 
telecoms suppliers are 
beginning to find their 
customers react badly to a 
perceived lack of certainty in 
the market Meanwhile, the 
new names in the business 
face an unpredictable future. 

The arrival of the internet 
as a viable international 

M WmmiriiwitinnR mfffhanitn) 

has seen sales figures 
rocketing at small high-tech 
suppliers. 

Demand for internet 
connections means 
ever-expanding networks 
buying hubs, routers and 
switches. These are all terms 
for the dedicated compu te r 
hardware that takes and 
directs digital signals. A 
small routing switch in an 
office can cost $1,000; large 
digital switches resemble the 
most powerful computers 
and can carry a simitar price 
tag in the $lm dollar realm. 
But the long-term prospects 
for these overnight success 
stories is uncertain. 

Same analysts are already 
talking- about the market for 
internet components 
approaching saturation 
point. At Schema, a 
UK-based telecoms 
consultancy, director Robin 
Bosworth claims that by 
2003 most European 
businesses will have 
established connections to 
the internet. “In 
Scandinavia, internet 
penetration in business is 
beginning to approach 70 per 
cent of the market,” he says. 

The prospect of customer 
numbers dwindling while 


the main players such as 

national PTTs and associ- 
ated alliances reassert their 
dominance does not frighten 
Stephen De Witt. As presi- 
dent and CEO of Cobalt Net- 
works. Mr De Witt runs a 
two-year-old. privately- 
owned organisation owing 
its existence to £3 5m of ven- 
ture capital and cost-con- 
scious technology that 
claims to offer cheap and 
easy processing of internet 
connections. 

Cobalt sells technology 
that is bright blue in colour 
and designed to share a look 
and feel with consumer elec- 
tronics. Its square, flat RaQ 
internet server sells for 
Si .000 and is cheerfully 
described by Mr De Witt as 
“the size of a pizza box". 

He is unashamed about 
pushing the product on price 
benefits. “You can stack -to 
of these in a rack eight feet 
high and they will consume 
a nominal amount of power. 
You’ll spend more money 
lighting the room you keep 
them in than you will on 
electricity for the servers," 
he says. 

Mr De Witt’s customers 
are the internet service pro- 
viders (ISPS) whose appetite 
for hardware is still undim- 
med. But both France Tele- 
com and the Japanese PTT 
NTT hare recently invested 
in Cobalt, putting $650,000 
and $350,000 respectively 
into the company. Afr De 
Witt explains that while 
both companies have bought 
Cobalt products, their com- 
mercial interest is in expand- 
ing the internet sector. “If 
the telcos allow the ISPs to 
grow then the demand for 
more services must produce 
growth at the telcos." 

It is this prospect of unin- 
hibited growth that makes 
Mr De Witt cautions about 
predictions of a slowdown in 
the internet components 
market. Asked about the sur- 
vival prospects for a small, 
privately-owned concern in 
this huge global market Mr 
De Witt outlines what he 
terms Cobalt's Exit Strategy. 
“We may go public and then 
look for a larger partner, or 
seek out a larger partner 
first.” 

Colt Telecoms is a five- 
y ear-old company with 1,200 
staff, a turnover of £81 Am 


and 5300 business custom- 
ers. It has now taken its phi- 
losophy of providing high- 
quality digital communica- 
tions via fibre optic links 
across Europe, with a back- 
bone based around London, 
Frankfurt and Paris aiming 
to serve 24 European cities 
by 2000. 

Jonathan Watts, managing 
director, admits that keeping 
in touch with the pace of 
change in his sector is tough 
on Colt's staff. “We have just 
spent a day off-sile with our 
staff running focus groups 
on the latest developments. 
We want to make sure that 
our technical and product 
people are plugged into 
industry developments." 

Mr Watts sees the tele- 
coms industry as confusing 
many potential customers by 
highlighting technical 
achievements. “Customers 
do get bewildered. They 
want a service that’s func- 
tional. though often they 
only need half of the func- 
tions the manufacturers 
throw at them." 

If Mr Watts is cynical on 
high-tecli overkill he's prag- 
matic about the long-term 
future for his business. 
“There will be consolidation 
in this sector, 1 have no 
doubt about that. But the 
companies that survive and 
remain independent will be 
those which evolve and sup- 
ply what tbe customer wants 
at the right charge.” 

He thinks the recipe for 
success is to be realistic 
about Colt's position. “You 
won’t find us trying to com- 
pete with BT In areas where 
they are visibly very 
strong." 

Global One is tbe arche- 
typal complex telecoms alli- 
ance. Comprising elements 
from Deutsche Telekom, 
France Telecom and the US 
Sprint organisation it began 
operations in January 1996 
and now boasts revenues of 
Sl-lbn, with 1,400 switching 
centres outside the borders 
of its three national hosts. 

Bob Givens, Global One’s 
vice-president in Europe, 
claims that the relative sta- 
bility of this partnership 
serves to reassure custom- 
ers. He recognises that the 
constant flux in telecoms 
has become an issue with 
the multinational business 


customers that Global One 
targets. “Stability is one of 
out key selling points. We 
are talking to top level 
people and they are tired of 
having new telecoms part- 
ners leading to chan g es in 
tbe way they do their busi- 
ness.” 

Mr Givens’ point is that 
telecoms has become so cru- 
cial to corporate strategy 
that a sense of uncertainty 
In this one Lndustry can 
undermine the business pro- 
cesses of Its customers. “All 
of the changes you've seen 
over the last few years have 
been very costly for our cus- 
tomers, he says." 

The recent S9bn acquisi- 
tion of Bay Networks by 
Nortel underlines the way 
telecoms providers are 
breaking down barriers with 
computer systems bouses. 
Bay is a $2.4bn, 7,000-strong 
company built on computer 
networking experience. Nor- 
tel has 10 times Bay’s staff 
pnri turnover of (lSbo. But it 
decided that Its own data 
networking operation mir- 
rored Bay's operations In 
selling data networks to 
large corporates. And Bay 
offered expertise in tbe key 
emerging market of internet 
telephony. 

Malcolm Collins, manag- 
ing director of Nortel Carrier 
packet Networks, and Peter 
George, president of Nortel's 
Bay division for Europe, 
agree that customers are 
beginning to demand a sim- 
ple structure in their deal- 
ings with the telecoms sec- 
tor. “The themselves are 
forcing the move towards 
consolidation. They want to 
go to one vendor,” says Mr 
Co llins. 

As a senior Bay executive, 
Mr George recognises that 
his customers want “end-to- 
end voice, video and data”. 
Nortel and Bay came 
together as a pre-emptive 
strike says Mr George, the 
outside world is tired of 
hearing vendors emphasis- 
ing tbeir niche capabilities. 
“We’ve learned that being 
internally focused is a for- 
mula for failure with the 
speed this market works at” 

If Mr George is right tbe 
market perception of too 
many players is beginning to 
have a real impact an corpo- 
rate thinking. 
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IN GLOBAL COMMUNICATIONS ONE SUPPLIER 15 BETTER THAN MANY. 


As a multinational business, your global communi- 
cations are mission critical. Only a truly international 
and independent single source provider can reliably 
deliver totally seamless solutions. You may already 
know that multi-vendor and alliance solutions do not 
deliver either quickly, effectively or globally. Our 
strength lies in our independence and specialisation. 
For you, this means we deliver what we promise. 
You work with one network, one team and one 


common set of technologies, your best guarantee of 
reliability and quality. 

Integrated Communications 
We specialise in advanced communications for 
international business, providing integrated data, fax 
and voice services delivered through our own global 
network. Successful international clients such as 
Nestte, Allergan, Henkel and thousands of others 
recognise Infonet as a stable and innovative supplier. 


As do the many national telecom operators and global 
1 000 businesses whom we provide with international 
network services. 

Glfll»l.Intrap.eJs 

In addition to being the leading provider of high speed 
global intranets. Infonet implements and supports 
leading workgroup applications, such as Microsoft 
Exchange™ and Lotus Notes™, in addition io other 
corporate intranet services. We support all this directly 


UK + 44 17 1 890 7500 Europe + 32 2 627 39 1 1 Asia Pacific + 65 734 1739 North America +1310 335 2600 Larin America + 56 2 368 9400 www.infonet.com 


From our local offices in 57 countries, with connections 
in over 180. 

For 27 years we have been developing global 
communications solutions that really make a difference 
in everyday business. To find out more about the 
benefits Infonet can deliver - today and tomorrow - 
contact us as below. 

infonet 

MORE THAN A CONNECTION 
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FINANCIAL TIMES 
REVIEW OF THE 
TELECOMMUNICATIONS 
INDUSTRY 


PART 2 


Deregulation overseas has led to companies 
shifting their focus. Richard Waters reports 

US carriers seek leading 
role on the world stage 


The largest US telecomm- 
unications companies are 
getting ready to assert them- 
selves on the world staga 
For the past two-and-a-half 
years, American carriers 
have been looking resolutely 
inward. The 1996 Telecom- 
munications Act triggered a 
merger-driven scramble to 
assemble a stronger domes- 
tic foothold ahead of the 
wave of competition that 
was expected to follow - a 
wave that has yet to arrive. 

Now. with a handful of 
giant domestic acquisitions 
awaiting completion and a 
small group of US super-car- 
riers taking shape, it seems 
that the rush to merge at 
home may have reached a 
temporary watershed. Partly 
as a result, the carriers say 
they are now ready to pay 
more attention to the rest of 
the world. 

"There's no question 
there's been a huge focus on 
domestic assets and strategy 
since the Telecom Act” says 
John Ionian , head of inter- 
national operations at Bell 
Atlantic, which has itself 
bought former neighbour 
Nynex and recently agreed 
to a merger with GTE. Inter- 
national operations are 
likely to get more attention 
now, be says. "This industry 
is going global - our custom- 
ers are going global" 

Part of the reason for that 
shift in focus rests on the 
greater opportunities that 
are opening up with deregu- 
lation In many foreign mar- 
kets. “We really believe that 
growth overseas will exceed 
growth domestically,” says 
Mike Masin, head of GTE’s 
international operations. 

Until now. most American 
carriers have treated their 
foreign holdings largely as 
portfolio investments, places 
to park their excess capital 
to generate a return for 
shareholders - though the 
Bell companies have also, 
typically, assumed a degree 
of management control over 
these foreign entities. The 
returns have, in so me ca ses, 
become substantia]: GTE, for 
instance, expects to earn 
S450m after tax from its for- 
eign holdings this year, 
twice the level of three years 
ago. 

Ameritech. on the verge of 
being bought by SBC, has 
invested $8bn in Europe and 
is "in the process of creating 
a European network” by 
tying together its “hubs" on 
the continent, says Richard 
Notebaert, chairman. “Hav- 
ing a network in Europe will 
be critical," he adds. 

It will take a big leap to 
turn disparate foreign hold- 
ings into coherent interna- 
tional networks. That, 
though, is what the Ameri- 
can carriers. say they now 
plan - helped, in part, by the 
domestic mergers, which are 
bringing together larger 
pools of foreign holdings. 
“Ultimately, we see it all 
knitting together,” says Mr 
Killian at Bell Atlantic. 

This drive has been fuelled 
by the gradual breaking 
down of the traditional 
structure of international 
settlement rates and access 
fees between carriers - a 
structure which has been 
highly profitable for all con- 
cerned, except customers. 
This has brought very differ- 
ent responses. 

At one extreme. MCI 
WorldCom has set out to 
construct local networks in 
the biggest business centres 
to keep control of all the 
traffic of its large interna- 
tional customers. According 
to John Sldgmore. vice-chair- 
man. control of end-to-end 
networks cut costs (reselling 
capacity on someone else's 
network, never a very profit- 
able option, is no longer nec- 
essary). It also raises quality 


by putting one carrier in 
control of the entire service, 
and makes it possible to 
develop new, more profitable 
products and services. 

MCI WorldCom's two big- 
gest domestic rivals in the 
long-distance business - 
AT&T and Sprint - have 
opted instead for alliances 
with foreign carriers. The 
history of such relationships 
is not encouraging. Both 
Concert (the former alliance 
between MCI and BT) and 
Global One (involving 
Sprint, France Telecom and 
Deutsche Telekom) have 
delivered less than their 
founders had hoped, and 
Global One is undergoing a 
revamp. “It is very difficult 
to get a large tetamm com 
pany to do anything: to get 
two or three to do something 
together is virtually impossi 
ble,” says Mr Sidgmore at 
MCI WorldCom. 

AT&T claims that its joint 
venture with BT will be dif- 
ferent By merging their for- 
eign bumnesses in a joint 
venture company, this w01 
create a closer union than 
the looser allianc es that 
have typified international 
partnerships in the past 
The AT&T/BT link is cer- 
tain to face a concerted cam- 
paign from rival carriers. 
Like the planned link 
between British Airways and 
American Airlines, it would 
bring together powerful 
national communications 
companies on both sides of 
the Atlantic, putting rivals 
at a disadvantage - if it 
could be made to work effec- 
tively. 

That may eventually pre- 
cipitate firmer links between 
US and foreign carriers. But, 
for now, other American 
telecoms companies say, an 
AT&T and BT tie-up would 
not pose an insurmountable 
threat - in part because 
deregulation around the 
globe is creating more oppor- 
tunities to form looser corre- 
spondent relationships with 
foreign carriers. 

Within the US. meanwhile, 
the pace of competition has 
accelerated - even though 
the regulatory gridlock that 
followed the Telecom Act 
has bedevilled the opening of 
the country’s JlOObn local 
markets. 

It is most clearly evident 
In the long-distance and the 
wireless markets: 
long-distance rates are now 
as low as 5 cents a minute, 
while some wireless carriers 
charge only 10 cents a min- 
ute, with little distinction 
left between local and roam- 
ing calls. 

The local market that was 
the target of deregulation in 
the Act. however, remains 
largely frozen. Local carriers 
have used this hiatus to con- 
solidate their hold. SBC 
Communications, which has 
already bought Pacific Tele- 
sis and Southern New 
England Telecom, will con- 
trol around 60m access lines 
once its acquisition of 
Ameritech is completed - 
around one-third of all local 
lines in the country. 

Bell Atlantic and GTE, 
once they merge, will control 
roughly the same number. 
Of the original group of 
Baby Bells, only BellSouth 
(with 23m access lines) and 
USWest (I6m) have 
remained aloof from the 
mergers. With such a strong 
grip on their local markets, 
it is not surprising that the 
Bells have dragged their feet 
on opening up their net- 
works to competition. 

With two mega-carriers 
dominating local access. 
AT&T, which still accounts 
for around half the nation's 
long-distance traffic, has 
opted for another route into 
the nation’s homes: a merger 
with TCI, whose cable televi- 
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sion systems pass three out 
of every five households. 

Lite as a long-distance car- 
rier could continue to get 
tougher, however. Upgrading 
cable systems to carry tele- 
phone calls will take years 
and billions of dollars. And 
while this Is happening, a 
new generation of 
long-distance carriers, 
employing the latest technol- 
ogy to create low-cost net- 
works. are making inroads 
into the market of the tradi- 
tional carriers. Known in the 


industry as the “newbies”, 
companies such as Qwest 
and Level 3 claim they will 
be able to carry voice, data 
and video traffic at a frac- 
tion of the cost of estab- 
lished networks. 

“The Newbies have the 
power to be quite destruc- 
tive." says Mark Bruneau. 
telecoms consultant at 
Renaissance Worldwide. He 
adds: “The least attractive 
thing to be right now is one 
of the traditional 
long-distance carriers." 
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w* By Christopher Price 


Iridium targets 
the developing 
countries as its 
net covers the 
remotest spots 

Making a caD to and from 
anywhere in the world from 
a hand-held mobile phone 
has became a reality with 
the launch of the iridium 
satellite service. 

The US-based group has 
put 66 satellites into orbit 
and established 12 ground 
stations at a cost of around 
$5bn. Its system covers the 
entire globe and makes pos- 
sible communications with 
even the most remotest parts 
of the world. 

However, such conve- 
nience does not come cheap. 
The phones, which are 
slightly larger than conven- 
tional mobile models, cost 
around 53,000. A call can 
cost between 51 and $7 a 
minute, depending on wbere 
and when it is made. 

Premium prices are being 
targeted at business travel- 
lers and the offshore and 
mining industries, who it is 
thought will not baulk at the 
higher tariffs. 

Iridium had originally 
planned to compete directly 
with terrestrial mobile 
phone operators. However, 
the company quickly 
changed its strategy follow- 
ing the appointment of Ed 
Staiano as chief executive 
two years’ ago. 

“1 knew straight away that 
it did not make economic 
sense to compete with cellu- 
lar. which would be able to 
beat us on capacity as well 
as pressure us on price.” he 
said recently. 

The company has signed 
agreements with more than 
200 mobile operators in 80 
countries. Some signatories 
have bought shares as part 
of their agreements, with 
larger investors taking seats 
on the Iridium board. The 
company Is listed on the 
Nasdaq stock market. 

Iridium’s mobile partners 
sell the service on the com- 
pany’s behalf. They are also 
supposed to have responsi- 
bility for marketing, but the 
$140m marketing campaign 
by iridium to accompany the 
launch - one of the laigest- 


ever advertising cam paigns 
- shows where the bulk of 
the marketing 15 UheJy to 
come from. 

Subscribers wflj utilise 
their local service 'provider's 
network, switching t 0 Irid- 
ium when they leave the sig- 
nal area. Thus a "call from 
the US to an oil rig in the 
North Sea may route along 
the terrestrial networks 
until the signal can. get no 
further before going into 
space. 

Iridium’s other main tar- 
get markets are the develop- 
ing countries. TheyLare 
among the 80 governments 
which have signed partner- 
ship agreements with the 
company, many of which 
have accepted discount 
shares in Iridium as an 
incentive. 

The developing world is 
seen as an ideal opportunity 
because of the lack or any- : 
sophisticated telecoms infra- . 
structure. Using a satellite- 
based system would enable 
them to by-pass the huge 
costs of installing a terres- 
trial network. 

Iridium is also running a 
charitable programme, 
where some calls will be as 
low as 30 cents a minute. 
Third World governments 
will also have an allocation 
of free airtime for emergency 
situations. 

The average cost of a call 
in developing countries is 
likely to be between $1 and 
52 a minute. 

Call revenues are only one 
source of the Iridium’s reve- 
nue stream. There will also 
be a paging service, which 
again has the capability to 
send short messages to 
pagers anywhere in the 
world. 

However, analysts believe 
the group's role as a broker 
of roaming agreements could 
prove to be even more lucra- 
tive. International cellular 
usage is held back by the 
use of different technologies, 
and even where they are the 
same, too few roaming 
agreements exist between 
mobile operators. 

However, because Iridium 
plans to have partners in 
almost every' country, the 
company could act as broker 
and intermediary between 
two operators without their 
own roaming agreements. 


, but not cheap 


In addition. Iridium’s tech- 
nology. situated in its 
ground stations, will allow it 
to translate between the var- 
ious incompatible systems, 
without using the satellite 
sendee. 

The three revenue streams 
lie behind Iridium’s belief 
that It will be cash-flow posi- 
tive by the end of its first 
year and profitable shortly 
afterwards. By 2002, it fore- 
casts that it should have 
paid off its $3bn debt and 
have enough funds to pay 
the estimated $3bn cost of 
replacing all its satellites, 
which have a five to seven- 
year lifespan and are due to 
expire in 2005. 

But by this time Iridium 
will be facing competition 


from at least two other satel- 
lite-based systems. Global- 
star, which is backed by 
Loral of the US, has said jt 
would begin operations next 
year. ICO Global Communi- 
cations. an offshoot of 
Inmarsat, the international 
satellite organisation, plans 
to launch in 2000. 

ICO, which is based in the 
UR, has already warned it 
will compete with its rivals 
on price. Last month it said 
its maximum price was 
likely to be set at about $3 a 
minute - less than half of 
Iridium’s premium rate. ICO 
also said that its' phones 
would retail for one-third the 
cost of Iridium’s. 

Globalstar has yet to give 
any indication on its pricing. 


However, there is consid- 
erable unease in the satellite 
market over the huge cost of 
putting the systems into 
orbit and whether sufficient 
demand exists to repay the 
investment 

Consolidation has been 
one result. Last year, ICO 
subsumed a rival telecoms 
system. Odyssey, controlled 
by TRW, And earlier this 
year.. Motorola roDed its sat- 
ellite system designed to 
transmit the internet Into 
the rival Teledesic system. 
Analysts expect further 
mergers to occur. 

The performance of Irid- 
ium will therefore be 
watched with keen interest 
throughout the rest of the 
satellite industry. 



Technicians at indium, which has put 66 satellites Into space 


LIBERALISATION IN THE US • By Mark Suzman in Washington 


FCC’s goal seems so simple, but... 


Overseeing new 
laws and ruling 
on mergers is 
keeping a 
watchdog busy 

The US Federal 
Communications Commis- 
sion (FCC) has been trans- 
formed in recent years from 
one of Washington's sleepier 
homes for government 
bureaucrats to arguably its 
most prominent - and con- 
troversial - regulatory 
agency. It is a change that 
reflects the growing impor- 
tance to the overall economy 
of Cite sector the FCC over- 
seas. 

The commission's task is 
relatively dear-cut- As Wil- 
liam Kennard. the FCC 
chairman, puts it: “Simply 
stated, our goal is to pro- 
mote competition and con- 
sumer choice in all commu- 
nications markets.” 

Unfortunately for Mr Ken- 
nard and his four fellow 
commissioners, translating 
that principle into practice 
has proved difficult to 
achieve so far. 

Charged with simulta- 
neously overseeing imple- 
mentation of the 1996 Tele- 
communications Act. ruling 


on an unprecedented wave 
of mergers between -media 
giants, and helping chart 
new domestic and interna- 
tional guidance on every- 
thing from connection 
charges to internet links, the 
current FCC board has had 
little time to catch breath 
since being appointed last 
year. 

With a host of new chal- 
lenges looming, political 
pressure from both Congress 
and the White House grow- 
ing. and the prospect of 
more legislative changes to 
come, the pace is unlikely to 
let up soon. “It's been a cha- 
otic and frustrating year,” 
admits one FCC official. 
“Just when we seem to be 
sorting out one thing 
another problem comes 
along.” 

Heading the list of chal- 
lenges is the task of trying 
to open the 5l00bn local tele- 
communications market to 
competition - the central 
aim of the 1996 Act. To 
encourage the “Baby Bells” 
- regional companies which 
have traditionally had a 
monopoly on local calls - to 
allow competitors into their 
home areas, the Act offered 
them the incentive of being 
permitted to compete in the 
long-distance market 


The catch, however, was 
that the Bells first had to 
satisfy the Justice Depart- 
ment and the FCC that their 
domestic markets were open 
to competition. Despite 
repeated applications, none 
of the companies has yet met 
the 14-point “checklist” con- 
tained in section 271 of the 
Act that the FCC is legally 
required to use to assess 
their eligibility. 

Exacerbating matters, the 
telecommunications indus- 
try has been engaged In a 
virtually non-stop succession 
of legal challenges to the 
Act, culminating in the deci- 
sion at the beginning of this 
year by a Texas jadge to 
strike down a key section of 
the law as unconstitutional. 
That r uling was overturned 
by an appeals court earlier 
this month, but a number of 
other disputes are still 
slowly wending their way 
through the courts system. 
Until the legal picture is 
dearer, long-distance compa- 
nies such as AT&T and MCI 
are unlikely to accelerate 
their attempts to break into 
■the local market 

Proponents of the Act 
respond that it was always 
unTealfetic to expect rapid 
progress in the individual 
customer market. They point 


to growing competition for 
business users in the local 
phone markets over the past 
two years as well as the 
increased availability of 
alternatives such as wireless 
phone services. 

At the same time, the 
agency has become more 
conciliatory towards the 
Bells. Earlier this year, FCC 
officials began working more 
closely with the Baby Bells 
to try to help them satisfy 
the section 271 conditions. 
And in August, the agency 
agreed to allow them to 
install high-speed internet 
connections to private 
homes, unexpectedly brush- 
ing aside arguments that the 
move would extend the com- 
panies’ stranglehold on local 
customers. 

Nevertheless, Congress - 
spurred on by the approach 
of this November’s elections 
t has grown increasingly 
irritated at the lack of tangi- 
ble benefits for consumers. 
The agency's political prob- 
lems have been further com- 
plicated by the fact that Mr 
Kennard lacks the White 
House support that Reed 
Hundt, his combative prede- 
cessor and a personal friend 
of US vice?>resident Al Gore , 
eqjoyed. 

That has made it more dif- 


ficult for the FCC to defend 
issues such as the “e-rate" 
programme, whereby the 
agency planned to use sur- 
charges on phone companies 
to pay fbr new internet links 
for schools and libraries 
across the country. After the 
companies mounted a suc- 
cessful campaign portraying 
the charge as a new tax on 
phone customers, legislators 
forced him to scale back the 
initiative. 

At the same time there has 
been the unprecedented 
wave of mergers in the tele- 
communications industry, 
including proposed link-ups 
between AT&T and TCI, the 
cable company. WorldCom 
and MCL Bell Atlantic and 
GTE. and SBC and Ameri- 
tech. 

While FCC officials admit 
privately that process is 
probably unstoppable, they 
are very aware of criticism 
from consumer groups and 
Congress that they are in 
practice overseeing an era of 
consolidation rather than 
increasing competition. Mr 
Kennard has promised that 
consumer protection will be 
the key issue in the FCC’s 
final decision on the deals. 

Nevertheless, there are 
some bright spots. On the 
international front, the 


agency has been at the fore- 
front of pushing for more lib- 
eralised telecommunications 
markets worldwide. Some 
.analysts see prospects for 
the FCC taking advantage or 
the mergers to increase its 
leverage with the Bells. 

In approving the Bel] 
Atlantic/ Nynex merger last 
year, the FCC required the 
new company to adopt sev- 
eral or the pricing mecha- 
nisms that had been cast 
into doubt by court rulings. 
It is now likely to seek sim- 
ilar concessions from some 
of the other companies as a 
condition of approving the 
mergers. 

But even that may not be 
enough to fend off changes 
to both the agency itself and 
the law- which it has been 
charged with implementing. 

John McCain, chair of the 
Senate Commerce Commit- 
tee. has warned that he 
remains so dissatisfied with 
the FCC’s recent perfor- 
mances that he is planning 
legislation both to restruc- 
ture the agency and to 
modify- sections of the 1996 
Act. 

“Reinventing government 
is a trendy topic these days, 
and I can think of no more 
worthy object of reinvention 
than the FCC.” he warns. 
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TECHNOLOGY » By Richard Waters in. New York 



Boundaries become blurred 


Growth in 
internet and 
wireless is 
changing ideas 
of competition 


Berate BtberewwTetess ca rter t u ayb ac ra na a target ptm.iv 


If an era of greater 
competition is dawning in 
tbe US telecoms Industry, 
then technology change, 
rather than legislative 
action, may be the cause. 

Congress set out to man- 
date competition - and with 
tt. lower prices for consum- 
ers - by setting the industry 
os a path that would eventu- 
ally abolish the harriers 
between local and long- 
distance carriers. That effort 
at deregulation has stalled, 
in a storm of law- 
suits and name-calling 
between rival carriers. 

Yet competition has begun 
to arrive. Thanks to a tech- 
nological revolution, backed 
by some huge capital invest- 
ments, new telecoms compa- 
nies with national aspira- 
tions have emerged to take 
an the incumbents. 

T wo-and -a-half years alter 
the defining Telecommunica- 
tions Act. in fact, the divi- 
sion between the local and 
long-distance businesses. 
e stahBflheri on the break-up 
of the old AT&T, has begun 


to lose some of its force. 

The blurring of the bound- 
aries can be seen in the wire- 
less and internet businesses, 
says Mark Bruoeau, a tele- 
coms consultant at Renais- 
sance Worldwide. 

With tbe competition that 
has come from the federal 
auction of segments of the 
radio spectrum in the early 
1990s and the construction of 
new digital wireless net- 
works, prices have fallen 
fast. Carriers such as Air- 
touch. tbe biggest pure wire- 
less company, predict that it 
will not be long before prices 
come down to a level where 
consumers feel happy to use 
their wireless telephones as 
all-distance devices. 

Meanwhile, internet carri- 
ers have so far succeeded in 
avoiding the access charges 
that are paid to complete 
other telephone calls over 
the local networks in the US. 
That privilege, bestowed by 
the Federal Communications 
Commission, was upheld 
recently by a federal appeals 
court - to tbe annoyance of 
local e xchang e companies. 

Thanks to this spurt of 
growth in wireless and inter- 
net communications, old 
ideas of competition in the 
US are changing. 

1 jaHinp IHp accml t jn 

wireline business is a new 


generation of entrepreneurs, 
equipped with the latest in 
fibre optics and seeking to 
apply tbe packet-switching 
technology of tbe internet to 
voice as well as data commu- 
nications. 

They include Jim Crowe, 
who once successfully took 
on the established local tele- 
phone monopolies with MFS 
Communications before sell- 
ing that company to World- 
Com. He has now set out to 
take on the established 
long-distance companies - 
including the renamed MCI 
WorldCom. 

Mr Crowe says companies 
such as Level 3 - the 
start-up carrier he heads - 
will eventually draw voice 
calls onto networks whose 
technology was first con- 
ceived to carry data. Voice 
traffic comprises only 
around half of the informa- 
tion that flows over tele- 
phone lines but accounts for 
more than 90 per cent of the 
revenues Of telephone com- 
panies, he says. It is this 
plum that Level 3 - and oth- 
ers - has in its sights. 

Rivals say this vision is 
ahead of its time. The era of 
voice colls traveling over tbe 
public internet will lake 
years to arrive, says John 
Sidgmore of WorldCom. By 
that time, be suggests, the 


economic advantages may 
have eroded. 

Internet users have not 
had to face the sort of settle- 
ment and access charges 
that apply to other types of 
traffic. As these charges 
erode, “the cost advantage of 
the internet is going to he 
significantly reduced." says 
Mr Sidgmore. 

Critics say MCI WorldCom 
has good reason to delay the 
onset of low-cost voice over 
the internet: such a move 
might cannibalise its own 
core long-distance operation. 
Mr Sidgmore retorts, though, 
that as the biggest internet 
carrier, the company would 
be in a stronger position 
than its rivals from such a 
shift. 

Whatever the case, a new 
technological era is arriving 
with great speed, with poten- 
tially far-reaching effects for 
the economics of tbe indus- 
try. New national fibre net- 
works threaten to bring 
down the cost of bandwidth 
at a breathtaking Tate. 

“There's a tremendous 
amount of capacity coming 
on line," says Paul Gudonis. 
president of GTE Interne- 
tworking. the SSOOra data 
division of the local carrier. 
GTE's own new network will 
have 100 times the country's 
present internet capacity, he 


says. Mr Gurioms subscribes 
to the view that voice over 
the internet, at least for 
nuw. is the preserve of “a lot 
of marketing hype and sci- 
ence projects’*. He adds, 
though, that IP networks ore 
already set to steal profitable 
fax business from -long dis- 
tance carriers, and predicts 
that by next year some com- 
panies will stan to carry 
voice calls on their company 
intranets. 

Established carriers such 
as GTE have responded with 
a burst of capital spending 
in an attempt to reverse-en- 
gineer their circuit-switched 
networks for a packet - 
switched future. Sprint 
a ttra cted considerable atten- 
tion earlier this yeanrith 
plans for a $J 0 Qm upgrade of 
its network: it says it 
stopped buying traditional 
telecommunications equip- 
ment some time ago and 
switched its spending to 
routers and other gear suit- 
able for handling internet 
traffic. Other earners have 
take a similar step, though 
with less fanfare. 

The impact of this techno- 
logical shift may eventually 
have a big impact on the bal- 
ance sheets of established 
carriers. For nuw. most 
argue that their existing 
facilities are not about to 



John Sidgmore: doubts about 
Internet cost advantages 


become obsolete. However, 
must believe technological 
change will only speed up. 
suggesting that the avcwler 
aied wntc-dmvn of existing 
assets will eventually 
become necessary. 

"There will be much more 
rapid capital turnover, and 
the capital intensity of the 
business will go wav up," 
predicts Mr Crowe. As a 
result, be adds, telecommu- 
nications will eventually 
come to resemble the micro- 
processor industry: one with 
fewer, bigger competitors, 
but with higher profit mar- 
gins to support their bigger 
capital requirements. 


Ebbers still 


has to prove 
his strategy 


Timing is alL That has 
certainly been the case for 
Bernte Ebbers. chief 
executive of the framer 
WorldCom, whose 
purchase of MCI 
Communications, the 
second-largest US 
long-distance carrier, was 
completed this month. 

One of the 

best-performing stocks 
during WaD Street’s long 
bull market, WbridCom's 
premium stock market 
rating enabled it to snatch 
the larger MCI from under 
the nose of BT. 

With the bull ma rket 
now facing its most 
difficult period, the time is 
act ripe fra the sort of 
stock-fuelled mergers on 
which Mr Ebbers has bnitt 
his empire. But in MC3 
WorldCom, a company that 
was valued at mere than 
$9Gbn on the day the 
takeover was completed, 
he win have more than 
enough on his plate in the 
months ahead. - 
The new company starts 
out with same powerful 
businesses. Thanks to the 
acquisition of MCI, it win ■ 
be the second-largest OS 
long-distance carrier, 
behind AT&T, with send 
a quarter of the market. A 
previous purchase, «f MES 
Communications, had 
already made it the largest 
alte r n a ti v e local telephone 
carrier (known in the 
jargon of the IBS teiecoms 
industry as a CLEG) With 
MFS, it also boqght Unset, 
the largest internet carrier, 
and assumed a number of 
local networks in hostess 
centres overseas. 

The biggest gape a 
wireless network. Given 
his previous record, many 
on Wall Street expect Mr 
Ebbers eventually to 
acquire a wireless carrier. 

Of these various 
businesses, Uunet has by 
far tbe fastest growth rate. 
Its revenues are naming at 
an annualised rate of Om 
and are growing at 70 per 
cent - a rate that has not 
slowed down as the 
business has got larger, 
says John Sidgmore, the 
vice-chairman who runs 
the business. 

Under regulatory 
pressure. MO sold its own 

internet activities to Cable 
& Wireless before its 
merger, and the new 
company has a g re e d not to 
compete for the framer 
MCTs internet customers 
for a period of three years. 

That will complicate 
relations with former HQ 
customers who wiB now be 
forced to use separate 
carriers fra voice raid 
internet However, with - 
around 20 per cent of the 
total revenues earned by 
Internet carriers, Dnnefs 
own business remains 
Intact 

Mr Sidgmore says the 
profit margins in this 
operation are similar to 
those on the company’s 
core telephone operations 
-a reflection of the fact 
that it keeps sales and 
marketing costs low by 

only serving bus inesses or 
operating as a wholesale 


carrier fra residential 
customers. "Hie economics 
of scale sbo«M offset any 

price erosion over the next 
couple of years,” be adds. 

Alongside the fe t a a ct, 
MCI W oridOonrt 
intematia—l operations 
are fitd y to comprise its 
fastest- gro w in g hostess, 
Mr Sidgmore says. 

The company operates its 
own local networks m 25 
cou n tries oatsMe the CS. 

In Europe. 54106 bnfldtags 
are tied into a 
longdistance oet wor k that 
connects some of the 
biggest hostess centres, 
with a haffsbare m two 
T ransatlanti c cables 
Bakin g this to the 
co mpa ny's 05 network. 

"Where we can own oar 
own networks, me w31 do 
that," says Mr Sdgmore. 

“Where we can't, we wlH 
partner.” New locations 
are judged m toms off the 
size of the ba si li cas 
mraket, and the opemess 
of the regulatory 
environment eulta* this 
year, WoridCum was 
awarded the ffrstScesce 
for a foreign carrier to 
btxffd its own network ha 


. The underlying demand 
for into n e t and other data 
services is also propeffing 
tMs hrtamatiraMi fanstacsg, 
says MrSMgmnre- When it 
comes to the internet, “the 
US lias a two to three year 
headstart” fent mere than a 
garter of inte rne t t raffi c 
ori gin ates overseas, and 
that baa&mam Is growing 
even faster titan the OS 
intern et baffle. . 

White these high-growth 
areas help explain MCZ 
WoridGenfs superior stock 
market rating, however, 
tiie both of toe company’s 
revenues stiff come from 
fts domestic kmgffistance 
hostess. * Banket that is 
trader considerable 
pressure. 

It has at least succeeded 
in finking directly with 
many of its customers, 
aubtbig U to by-pass the 
Bell companies and their 
hefty access charges. The 
company operates its own 
fibre networks in 100 
cities, reaching what it 
claims is 70 per cent of the 
05 business amtet 

Uni strategy, with its 
focus on business 
customers and an 
end-toend networks, has 
put HO WoridCom in a 
better position than mast 
competitors as the 
fr ag me nted US te le co ms 
industry cousotidates. 
Howevra, Mr Ebbers still 
has to prove ibat he has 
what it takes to make this 
new company work, 
cunbhdng business 
operations and integrating 
networks on a scale that be 
has never bad to do before. 

Ifhe puttsit off he wffi 
have jnrt irw d Wall Street's 
high expectations - whSe 
disproving the do u bte r s 

who argued that his 

acquisition of MCI was 
founded more on an 
inflated stock price than e 
soand bssiscis plftft 
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Newcomers peck 
for market share 


Battleground 
moves to local 
market as number 
portability 
hurdle falls 

the Canadian 

telecommunications indus- 
try. 1398 has been a year of 

enormous change - and 

there is no- sign of this pat- 
tern slowing in the short 
term. 

It was early in the year 
when news first surfaced of 
Telus, the Alberta telephone 
company that is Canada's 
third-largest carrier, negotia- 
ting to buy a two-thirds 
stake in AT&T Canada Long 
Distance, then the largest of 
the new long-distance com- 
panies competing with the 
traditional monopolies. 

While the deal, rumoured 
to be worth CSlbn, fen apart, 
the mere fact that Telus was 
in such talks -showed that 
the rules of the game had 
forever changed in Canadian 
telecommunications. 

Telus is part of the 11 - 
member Stentor alliance of 
provincial telephone compa- 
nies, formed more than 65 
years ago to manage the 
companies' long-distance 
networks. A Telus-AT&T 
deal would have blown a 
hole in the alliance, and was 
likely to cause Canada's big- 
gest phone company. Bell 
Canada, to end the arrange- 
ment. This would have 
sparked an all-out war for 
market share amongst the 
once-cosy monopoly compa- 
nies. 

Some observers would say 
the war is already here. 
Since Canada deregulated 
the long-distance business in 
1992. alternative carriers 
have been pecking away at 
the market share of the tra- 
ditional monopolies. In the 
last two years, Stentor's 
share or the long-distance 
voice market has dropped 
from 75 per cent to less than 
65 per cent. 

The Stentor companies 
have already agreed to 
loosen their alliance consid- 
erably. announcing earlier 


this month that they would 
disband all but the network 
management arrangements. 
This would appear to open 
the door to direct 
long-distance competition 
among the alliance partners. 

Call-Net Enterprises, 
which sells long-distance ser- 
vices under the Sprint Can- 
ada name, launched a more 
direct challenge in April 
when it announced a 
C$1. 6bn hostile bid for Fono- 
rola, a Montreal-based 
long-distance carrier with a 
strong presence In the large 
corporate market and with 
significant sales directly to 
Other carriers. 

The deal, which ultimately 
cost Call -Net C$ 1 . 8 bn. gives 
the new company almost 20 
per cent of the long-distance 
market and makes it the 
largest challenger to the 
Stentor companies. 

The next battleground is 
the local market. Canada's 


regulatory agency removed 
the last tall hurdle to local 
competition in July when it 
released interim rules for 
□umber portability, which 
will allow customers to keep 
their telephone numbers 
even if they move to a new 
supplier. Number portability 
is seen as essential for creat- 
ing genuine local competi- 
tion. 

Metro net Communica- 
tions, tbe Calgary-based 
upstart, announced its deter- 
mination to take on the 
giants earlier this year by 
buying competitor Rogers 
Telecom for Cglbn. The pur- 
chase gives Metronet its own 
separate local network in 
eight leading Canadian 
cities, with a goal of having 
15 to 20 cities wired by 2000. 

Until now the battles have 
mostly been based on price. 
Sprint Canada triggered the 
price war in February 1997 
by offering a 15-cent per min - 
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ute flat rate for off-peak calls 
anywhere in Canada} AT&T 
went one better by offering 
10 cents a minute a year ago. 
That was matched this sum- 
mer by Sprint and finally by 

Bell Canada, Canada's larg- 
est telephone company, 
which controls the local 
market in the two largest 
provinces of Ontario and 
Quebec. 

But analysts and industry 
insiders say that what is 
shaping up for the future is 
a battle in which a smaller 
□umber of companies will 
compete to provide custom- 
ers the entire array of bun- 
dled services, including 
internet, fax. voice and cither 
data services. 

"Companies will go after 
customers by price and then 
try to retain them through 
bundling, reward pro- 
grammes and other incen- 
tives." says Michael McTag- 
gart. senior principal with 
American Management 
Systems Canada. 

"Jim Meenan, president of 
AT&T Canada Enterprises, 
says: "That's our strategy in 
Canada. Customers want 
one-stop shopping far all 
their needs. It's those compa- 
nies that can weave together 
partnerships, alliance and 
joint ventures that will win 
the customers." 

For AT&T, the collapse of 
the talks with Telus means 
the biggest hole in the com- 
pany's strategy is lack of 
access to the local market 
But Mr Meenan says the 
company is exploring inno- 
vative ways to enter that 
market, including alliance 
with Utility companies or 
cable companies that have 
direct access to local custom- 
ers. 

Craig Young, president 
and chief executive of Metro- 
net, says his company is 


already positioned to offer a 
full array of bundled ser- 
vices, Including 

long-distance through alli- 
ance arrangements, in the 
core business areas of most 
of Canada's main cities. 

Mr Young says the likely 
collapse of the Stentor alli- 
ance will open huge new 
wholesale opportunities for a 
company such as Metronet. 
If provincial carriers such as 
Telus or BC Telecom in Can- 
ada’s westernmost province 
are forced to compete for 
national traffic against Bell 
Canada, they will likely 
want access to Metronet’s 
network in tbe main cities. 
"It could open op a nice 
business." be says. 

Juri Koor, president of 
Call-Net Enterprises, says 
Sprint Canada will be in the 
local business on a regional 
basis by next year. Sprint, 
rather than building its own 
local network, is relying on 
hook-ups to existing net- 
works, which would allow it 
to service smalt and medi- 
um-sized business and resi- 
dential customers rather 
than just the large office 
buildings targeted by Metro- 
net But Mr Koor says some 
regulatory barriers still ham- 
per that wider access, and 
that local n umb er portability 
is still not set up to handle 
the kind of volume his com- 
pany wants to do. 

"Our approach into the 
local market is exactly the 
same as it was in 
long-distance in terms of 
strategy," he says. " We’ll 
install switches, and we are 
installing switches right 
now. then lease the fibre." 
Sprint will build separate 
lines for local access only 
where there is economic jus- 
tification, he says. 

With all its competitors 
scratching for market share. 
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Northern Telecom 


Quick entry 
rings some 
alarm bells 


, of AT&T Canada Enterprises . . 

Bell Canada . -. with 7m cos- - 
tomers in its core markets Of 
Quebec and .Ontario - is not 
standing by idly. Jean 
Monty, president and chief 
executive of Bell Canada 
Enterprises; says the com- - 
pany is in the midst of the 
most sweeping transition in 
its history. - r 

Mr Monty says the struc- 
ture of the- Stentor alliance, 
designed to preserve each of 
the provincial monopolies, 
"does not meet today's envi- 
ronment. and bas to change 
drastically". Bell is increas- 
ingly looking to become a 
national competitor by, for 
instance, constructing its 
own national broadband net- 
work. It is creating a new 
company to provide internet 
and other data services for 
business over high-capacity 
fibre lines across the coun- 
try. Bell's Sympatico divi- 
sion is already the largest 
internet provider in the 
country. 

Mr Monty sajrs that Bell 
Canada is better-positioned 
than any of its competitors 
to offer bundled services. 
For instance, the company is 
developing a bundled plat- 
form for residential users, 
starting with a pilot in the 
Ottawa region, that will 
offer everything from wired 
and wireless voice to inter- 
net and satellite entertain- 
ment. 

What everyone agrees is 
that, with old monopolies 
breaking up, mergers and 
alliances' reshaping the 
industry and regulatory bar- 
riers disappearing, the tele- 
coms business in Canada is 
going to get more chaotic. 
And, in what could be a slo- 
gan for the industry. Mr 
Koor of Call-Net says such 
chaos is just fine “as long as 
you're nimble enough to 
take advantage of it". 


When Northern Telecom - 

announcetfearlier this 
year it would acquire Bay . 
Networks; the San 
. Francisco data networking 

company^fofTJSSS. Ibru 
Nortel's shareholders ran . 
for cover. 

- The price of shares in 
Canada's largest company, 
which accounts for more ■ 
than 4 per cent of the 
Toronto stock market 

index, plunged nearly is 
per cent and has not 
recovered. 

John- Roth, president and 
chief executive officer of 
Nortel, wishes investors 
had reacted a little more 
favourably to the deal. "It 
was a bigger hit than we'd 
anticipated," he 
acknowledges. 

But Mr RoUx says his 
company, the world’s sixth 
largest manufacturer or 
telecommunications 
equipment, had little 
choice. "It was the best 
available from the point of 
view of what Nortel 
needed." 

What Nortel needed was 
quick access to Uie 
technology and expertise 
to develop data networks 
for internet traffic. 

Like most of tbe world's 
large telecom equipment 
manufacturers, Nortel 
believes its future lies not 
In its traditional bread and 
butter voice traffic but in 
the rapidly-growing 
demand for data 

transmission. 

Bay Networks, a maker 
ofhigh-speed routers used 
to switch internet traffic, 
was one of a handful of 
world leaders in providing 
new data technologies tn 
large companies, and the 
best available for sale, says 
Mr Roth. 

Traditional voice traffic 
is a mature business, 
growing at roughly 3 p*-r 
cent a year; data traffic. 
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Growth has been a way of life at Videsh Sumhar Nisjm Limned. Revenues of USS 1.62 billion in 1997-98 and net 
profits of US$227 million depict a picture of sustained urnwth in traffic volumes and value added services. But behind 
the growth lies an untold story - a story nf irememiou-. and relentless build 
out of infrastructure for international communications and IT. A USS 1.4 

billion investment over 5 years oriented ion aids making the company a i» a&w) 

strong global telecom player. 

VSNL has been building earth stations, galea ay switches, optical fibre ^ ' w» " 

systems and ATM networks to create more than adequate capacity fur the teou ra» 

infmuiaiion revolution which is at '« im? 
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beginning of a new era where ” | | 1 I ' 

^ Iclecuiiiniunications will scree to 0 

am P biHiM ihe Indian economy and — IS — 'y .-. ”** ' 

ww S b make the country a part of the global community. 

«*» p g >■' . Glohjlly. tclecnmniunicatiotts is characterised by steeply failing accounting 

’ Mea f 1 fel- I; I -i rates and twills. VSNL has been preparing for ibis day. The day it will need 

a * B fOl? >• IS ,u much higher traffic volumes arising out of falling tariffs 

—. aj u |t - worldwide. We are ready. With our infrastructure in place, we will provide a 

* ’*r? IIW ' sehkle of sruwih for the nation. 
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Fashions come 
and go, and how 
to judge a 
company’s worth 
is no exception 

Telecoms companies can be 
valued in various ways. 
Which method is chosen 
tends to change along with 
investment fashions. 

All valuations are about 
establishing a relationship 
between a company’s poten- 
tial and its stock market 
value. The simpler the valu- 
ation method, the more 
likely it is to be used by 
everyone. 

Telecoms companies (tel- 
cos) used to be valued 
mainly by using yields and 
price-earnings ratios (P/Es). 
The yield is the telco's cur- 
rent share price divided by 
the share dividend payout, 
with the result expressed as 
a percentage. The price-earn- 
ings ratio is the market capi- 
talisation divided by the 
company’s profit after tax. 

The yield method used to 
be more important for telcos 
than for other stocks 
because they have a higher- 
than-average yield. The old 
view was that telcos were 
slow-growing, cash- genera- 
tive stocks that could return 
to investors any spare cash 
they did not need to re-ln- 
vest. 

Yields are ensv to compare 
with other types of Invest- 
ment. such as bonds or bank 
interest rates. However, dur- 
ing the mid-1990s two other 
valuation methods began to 
grow in popularity. These 
were DCF < discounted, cash- 
flow) and EBITDA (earnings 
before interest tax deprecia- 
tion and amortisation). 

DCF is used to work out 
the amount cf cash a busi- 
ness will generate over the 
next five years The idea is 
that if you owned a company 
you would have access to its 
fTee cash flow - the money 
left after operational spend- 
ing and capital expenditure 
but before paying a divi- 
dend. 

The DCF value of a com- 
pany is seen os the value of 
the cash flows n business is 
expected to generate at pres- 
ent-day values, it involves 
applying a formula that 
takes into account not only 

long-term interest rates but 
also the level of risk assod* 

. a ted with the projected cash- 
' flows. 

To obtain a definitive DCF 
valuation it is necessary to 
build a sophisticated model 
tif cash -flows over the next 
five to 10 years and compare 
file results with the telco's 
^.current share price. 

: DCF is good from the point 
of view of being intellectu- 
ally rigorous but the out- 
come is highly sensitive to 
variations in assumptions. 
Because DCF is a little sub- : 
Jective, EBITDA has become 
. more popular. 

EBITDA is essentially the 
profit made before deprecia- 
tion charges, interest and 
tax. which are deducted o ; 
establish the company's cost 
of running its assets. ; 

At present. EBITDA is one i 
of the most popular wav’s of i 


valuing telecoms companies 
because they are so capital- 
intensive. needing to make 
million or billion-pound 
investments in infrastruc- 
ture. By contrast, P/E ratios 
are the most popular valua- 
tion method across the stock 
market as a whole because 
they provide a straightfor- 
ward way of comparing one 
company with another. 

Yet EBITDA has its limita- 
tions. Because telcos have to 
run a huge stock of capital 
assets the depreciation 
charge is much larger than 
for most companies. How- 
ever. the way that depreda- 
tion charges are calculated 
between telcos varies consid- 
erably. 

For this reason analysts 
have started to say. “Let’s 
strip out the depreciation 
charges and see what we're 
left with". They are left with 
EVEBITDA. where EV is the 
market capitalisation and 
the debt divided by the 
EBITDA (or earnings before 
tax etc.). 

The advantage EVEBITDA 
has is that it automatically 
adjusts for the variations in 
depreciation policies. It is a 
line of the profit and loss 
account which can easily be 
used for valuation purposes. 

However, all valuation 
methods have their flaws, 
and many analysts are mov- 
ing towards a bolistic 
approach where they look at 
five or six different valua- 
tion methods before reach- 
ing a conclusion on a stock. 

Telecoms stocks have 
risen over the past year: the 
price or some has doubled or 
more. But are they really dif- 
ferent from other busi- 
nesses? Maybe. 

In turbulent markets 
many people look kindly an 
telcos. Because they gener- 
ate a steady stream or cash 
they are seen as a safe haven 
for money. 

There Is also the potential 
for mega-mergers. Robin 
Basworth. a partner at IK 
telecoms consultancy 
Schema, says: "Two factors 
that should be taken into 
account when valuing a 
telco arc its potential reve- 
nue earning potential and its 
speculative value based on 
the likelihood that it will be 
involved in any mergers or 
acquisitions." 

The potential for takeover 
has certainly added a pre- 
mium to UK telcos such as 
C-oIt. which has an advanced 
fibre-optic network that 
would be attractive to rival 
telcos. Mr Basworth says: 
“The global telecoms market 
is highly immature (follow- 
ing deregulation] and In 
need of farther contraction 
before it settles into a 
mature and stable market.” 

However, there has been a 
huge swing in telecoms sen- 
timent and there is a ques- 
tion of whether this will be 
sustained. In the short term 
a flight to safety from more 
volatile sectors makes sense. 
But once interest rates start 
to fall, stocks more sensitive 
to the economic background 
may be favoured over telcos. 

It seems that just as there 
are fashions in valuation 
methods there are also fash- 
ions in market sectors. 


VALUATION • By Joia Shillingford 


S iSlTAt 


jiu'K * » 
;,j’iiv“' 


•v fMliJ 


Putting the 
right price 
on a telco 


: Industry issued 


HUNTING RATE BENCHMARKS • By Priscilla Awde 


alancing compensation 


.The US is tackline ei£n °P erators w, 19 or 23 

Ian V Cents per minute depending 

“11 Old problem of on the state of the recipient 
having to pay countries’ economic develop- 


more than it 
receives for calls 

The international 
accounting rate system, 
through which operators 
compensate each other for 
delivering overseas calls, has 
long been a bone of conten- 
tion with US operators. 

Because more calls are 
made from the US to foreign 
destinations than vice-versa 
and because the US has 
some of the lowest overseas 
rates in the world, they are 
paying out far more than 
they receive - S5.8bn more 
in 1996. 

Frustrated by a perceived 
inactivity on the part of 
international regulators, the 
Federal Communications 
Commission (FCC) acted uni- 
laterally at the end of 1996. It 
announced wbat is described 
as a “benchmark” order, put- 
ting a cap on the rates US 
carriers can pay their over- 
seas equivalents. 

The order will take effect 
in the wealthier countries 
this coming January. Bench- 
marks for poorer nations 
will be phased In by 2003. US 
carriers will then pay for- 


ment. 

Few believe the 100-year- 
old accounting rate system 
is the best method of paying 
for international calls in 
competitive markets. It is 
out of line with failing costs, 
inflates profits for operators, 
and encourages subscribers 
to seek ways round the sys- 
tem. Accounting rate pay- 


are net recipients there is no 
incentive to change. Ameri- 
can consumers subsidise for- 
eign carriers because 
accounting rates are so far 
above cost. Even in a cost- 
based system, America 
would still be a net out- 
payer, but consumers would 
pay the true cost of calls.” 


united in believing the FCC 
order is protective, inequita- 
ble and tbe methodology 
flawed. The international 
telecoms community is 
chiefly annoyed that the 
FCC has neither attempted 
to reform, accounting rates 
□or address the fact that US 
operators make considerable 


Robert Koppel. head of profits from it. They believe 
international regulatory that as accounting rates are 


affairs, at WorldCom agrees: 
“Benchmarks pressurise for- 
eign carriers to reduce rates 


meats are a major source of and set targets. In competi- 
hard currency for developing tive markets accounting 


countries, however. 

The FCC solution is not 
perfect. “The FCC estimates 
that terminating calls in 
America costs between 4 and 
7 cents per minute whereas 
the lowest proposed bench- 
mark rate is 15 cents,” says 
Tim Kelly head of operations 
analysis for the Interna- 
tional Telecommunication 
Union. "American carriers 
could end up paying more 
than twice as much to termi- 
nate calls in Foreign coun- 
tries than they would charge 
in their own market if sym- 
metrica] accounting rates 
were abandoned.” 

An FCC spokeperson 
argued, however, for the 
benefits of benchmarking in 
promoting change: “In 
monopoly countries which 


rates are well below bench- 
marks. but in monopoly 
countries, they may be as 
high as Si per minute.” he 
says. 

“This order has jump- 
started the process of cutting 
rates. The FCC took an 
important stance - it got out 
ahead oF the curve. The ITU 
is not moving at the speed of 
the market and this does not 
cut it in .the 1998 telecoms 
industry. " 

Indeed. US operators have 
since, negotiated rates at or 
below benchmark levels 
with 19 countries. Another 
14 have agreed to reduce 
rates in accordance with the 
FCC schedule. Together they 
account for over half of total 
outgoing minutes. 

Critics, however, appear 


determined by bilateral, con- 
senting agreements between 
international carriers, the 
same process should be used 
for their reform. 

“The FCC order is mani- 
festly unfair because it 
maintains accounting rates 
and the 50:50 settlement rate 
split, but terminating calls 
in America does not cost 33 
cents.” says Maev Sullivan, a 
UK telecoms consultant. 

“Tbe FCC order has kick- 
started the debate. But it is 
not actively participating in 
ITU discussions. It is enforc- 
ing the benchmarks, but it is 
unwilling to engage in dia- 
logue or to compromise.” 

US carriers exacerbate the 
problem they complain 
about. Their bills are 
inflated through technology- 
based services - call-back 
and refile - which reverse 
tbe apparent direction of a 
call. The benchmarks could, 
therefore, ha to the opposite 
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effect to that intended. 

Some 90 telcos have 
argued against the order. 
Telstra and others are chal- 
lenging the FCC in the 
courts, arguing that while 
the order covers US carriers' 
costs of landing switched 
traffic it. fails, to tackle 
Inflated fees charged to for- 
eign carriers for landing 
internet traffic. ' 

“Although the FCC says it 
Is only setting US carriers’ 
rates, It s a fundamental 
principle of law and justice 
that one country's regulator 
does not have authority to 
set anothers’ payments," 
says Greg Staple, a commu- 
nications lawyer, 

“The market is already 
reforming accounting rates 
and has forced carriers to 
reduce rates. It is a more 
effective and dispassionate 
bully than the FCC. While 
the FCC is genuinely trying 
to act in the public Interest, 
the immediate benefit is to 
American carriers. They 
have yet to show that rate 
reductions are being passed 
to consumers.” 

AT&T, the largest US 
long-distance carrier, not 
surprisingly supports the 
FCC move. Far from making 
unilateral decisions. It says, 
the US is the only country 
implementing consensual 


Called to account the US wants a fairer deal over Int e rnational payments 
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ITU recommendations. 

“Carriers use alternative 
systems to get international 
minutes cheaper.” says Tom 
Luciano, vice-president for 
international settlement 
operations for AT&T. 

“Over the last three years 


settlement rates have closer to cost-based rates 
dropped an average of 15 per and reflect those in prices 
cent a year. Prices to" con- while continuing to grow 
sumers have fallen faster international volume. We 
than settlement rates, put- have negotiated benchmark 
ting carriers under pressure rates with 31 countries rep- 
to reduce costs across the resen ting. 62 per cent of total 
board. AT&T can move volume.” 
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MARKET * pane: 


US still outperforming the world 


There is a strong 
belief that strong 
profits will be 
made when the 
sector stabilises 


The values of US 
teleco inmiiniwi H nns stocks 
have fallen sharply from the 
Ugh points seen around the 
turn of the year but the sec- 
tor Is still managing to out- 
perform the global telecoms 
market by some 9 or 10 per 
cent 

The complexity of the US 
market, however, is indi- 
. ceded by the differing perfor- 
mances of component com- 
panies. Alrtouch 

Communications, one of 
only a small number of truly 
international mobile opera- 
' tors, was last week over 30 
percent ahead of its value at 
thie turn of the year. 

. AT&T, the largest US 
long-distance operator, 
slipped almost 5 per cent 
from its January l value, 
however, while GlotfalStar, 
one of the consortia plan- 
ning to launch satellite- 
based mobile phone sendees, 
lost more than SO per cent of 
its value over the period. 

GlobalStar's lustre 
dimmed sharply thin month 
with the simultaneous loss 


of 12 of its satellites when 
the Ukranlan-made Zenit 
rocket which should have 
carried them into orbit 
crashed shortly after launch 
in Kazakhstan. 

CIBC Oppenhetmer, the 
New York Investment bank, 
noted the day after the 
crash: "We continue to rec- 
ommend GlobalStar Telecom 
with a strong 'buy' rating. 
We believe that a market 
exists for GlobalStar’s ser- 
vices. However, as evidenced 
by (the) failure, deployment 
risk is very high.”- 

The satellite-based mobile 
telecoms sector Is indeed 
fraught with dangers. Irid- 
ium, the Motorola-led con- 
sortium which looked set to 
win the race to offer global 
services said earlier this 
month that it was delaying 
the launch of the full com- 
mercial service by just over 
a month due to te chnical dif- 
ficulties. it win now open for 
business on November 1. 

For many analysts, how- 
ever. the US’s fleet of com- 
petitive local exchange carri- 
ers (decs) represent the best 
value in US twiBcnma Glees, 
whicb operate local 
exchanges In direct competi- 
tion with the regional Bell 
operating companies - Baby 
Bells - saw their share 
prices hit a peak in July this 
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year. Since then, they have 
slipped by some 40 to 45 per 
cent of their peak value. 

Intermedia Communica- 
tions, for example, was 
priced at about $45 in July; 
the shares have since fallen 
to about $28. Nextlink, trad- 
ing around $42 in July, is 
now down about $23. 

Les Levi, head of high- 
yield research at Chase Secu- 
rities in New York, argues 
that the foil Is chiefly techni- 
cal: "The dynamics of the 
business of the decs is 
exactly the same as tt was in 
July. They have already cap- 
tured a 3 per cent share of 
the local telephone market 
and that shar p is growing. 


This is an attractive sector.” 

According to Morgan Stan- 
ley Dean Witter: "The decs 
have continued to demon- 
strate their success in pene- 
trating the local exchange 
market by posting strong 
gains in access lines 
Installed, solid revenue 
growth and advances to or 
through break -ven at the 
EBITDA level. It favours 
ICG, Intermedia, ITC Delta- 
Corn and GST- 

The values of US decs 
(and their equivalents 
abroad such as Colt Telecom 
in the UK) were boosted in 
the early part of the year 
when AT&T, looking for a 
way Into local markets, hid 


SLL3m for Teleport, an inde- 
pendent local carrier. Direct 
local connections to custom- 
ers are difficult and expen- 
sive to establish. Clecs there- 
fore have substantial value 
to long-distance operators 
seeking to expand into local 
markets. 

The equation can work In 
reverse. In January this 
year, SBC Communications, 
one of the largest and most 
acquisitive of the regional 
Bell operating companies, 
bid $4.4bn for Southern New 
England Telecommunica- 
tions, a move which 
strengthens Its position in 
the US north-east but also 
provides it with a foothold in 
the long-distance business. 
Southern New England's 
shares trading at $50 in Jan- 
uary. rose to $71 this month. 

The high, sometimes 
extraordinarily hi g h, rating 
awarded to US telecoms 
operators reflects a belief 
that there will be strong 
profits to be made once the 
sector has settled down in 
the wake of the 1998 Tele- 
communications Act and an 
effective regulatory regime 
put in place. 

Some of the shine has 
been taken off by the cur- 
rent market perturbations 
which have effectively 
brought an end. temporarily 


They say New York is the city 


that 


never 


sleeps 


But thanks to us. Wall Street can 


While people may not agree on the best way to handle their money, they do agree on the best way to move it. 
On networks made possible by Nortel Networks* Because most of the world's financial transactions - from individual 
stock trades to global currency transfers - travel over networks that rely on Nortel Networks. A company with an 
impressive record of helping people stay connected - whether they’re on Main Street or Wall Street. So, if you want to 
bring together data, telephony and wifeless into a unified network that will help you succeed in the networked economy of 
tomorrow, let us share out ideas with you today. For more information please visit us at www.nortelnetworks.com. 
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at any rate, to high-yield or 
junk bond finance. 

Many of the newer compa- 
uies in the telecoms sector 
owe their initial financing 
almost entirely to the junk 
bond market Too small for 
investment grade finance, 
they nevertheless have a 
healthy appetite for capital 
from the very beginning for 
research, development and 
to finance the building of 
their networks. 

Today's market hiatus 
means that new start-ups 
may not be able to get the 
capital they need and exist- 
ing, heavily leveraged opera- 
tors may have problems 
expanding or servicing their 
debt. 

The US mobile telephone 
market, with the new per- 
sonal comm unications ser- 
vices (PCS) exploiting the 
advantages of di gital trans- 
mission over the older anal- 
ogue systems, is in flux. PCS 
operators are expanding cov- 
erage and features, forcing 
existing incumbent cellular 
operators to face serious 
competition for the first 
time. 

Chase’s Mr Levi believes 
PCS operators to be under- 
valued: "For some incum- 
bents. later 1997 and first 
quarter 1996 have been par- 
ticularly painfuL FDr others. 
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the increased opportunity 
for roaming revenues and 
the higher customer aware- 
ness of mobile wireless prod- 
ucts has been a boon." 

At the other end of the 
spectrum, long-distance 
operations, AT&T acquired 
TCL the largest US cable 
television operator. The Yan- 
kee Group commented: 
"AT&T's bi^est problem is 
its relatively fragile position 
in its main market - long 


distance- It needs a local 
strategy and an internet 
strategy to fuel its 
growth.. -the TCI acquisition 
happens to be the best possi- 
ble, if not the most complete, 
solution." With a joint ven- 
ture in the offing with Brit- 
ish Telecommunications. 
AT&T is performing well but 
remains a defensive stock. 

WorldCom looks, accord- 
ing to Morgan Stanley Dean 
Witter, a strong ‘buy’. 


COMPANY IN THE NEW&TELEFOHHCA 


Grand design 
provides a 
clear focus 


Success in Brazil 
has put the 
carrier in a 
strong negotiating 
position 


Juan Villalonga, chairman of 
Telefonica, heaved a joyful 
sigh of relief when the Span- 
ish telecoms company 
snatched the biggest prizes 
at the end of July in the pri- 
vatisation of Brazil's vast 
Telebris network. "From 
now on there Is just only one 
global Latin- American opera- 
tor, and that is Telefonica.” 
he trumpeted.” 

The purchases vindicated 
Telefonica's claims to be the 
carrier in the Spanish-speak- 
ing world. “All the others 
are a long way behind," , 
boasted Mr Villalonga as be 
surveyed the group's Latin 
American empire. 

The pursuit of this grand 
design has given the Madrid- 
based carrier a clearly 
defined focus. It now deliv- 
ers by for the largest amount 
of Latin American call traf- 
fic to the rest of the world, 
and this puts it in a powerful 
negotiating position with 
both US and transatlantic 
carriers. 

The Brazil acquisitions 
had been planned meticu- 
lously. During May Telefdn- 
ica raised $SL8bn in a one- 
tortl rights issue - breaking 
capital-raising records on 
the Madrid market - in 
order to finance the Telebrds 
bids. Some 100 of the carri- 
er’s executives were in place 
in Brazil well ahead of the 
privatisation to sift through 
on all 12 of the Brazilian 
companies being sold. 

The result was a $5bn buy- 
ing spree in which Telefon- 
ica-1 ed consortia won control 
of Telesp, the prized fixed- 
line business of S&o Paulo 
state and of Tele Sudeste 
Celular, the mobile operator 
in the states of Rio de 
Janeiro and Espiritu Santo. 

In addition. Telefonica is 
set to manage a mobile oper- 
ator in the state of Bahia 
that was acquired by Iber- 
drola. the Spanish power 
generator, and to bold a 
large stake in the S&o Paulo 
mobile business that was 
bought by Portugal Telecom. 

Looking ahead, Telefonica 
is seeking a 10 per cent 
shareholding in Embratel, 
Telebr&s' long-distance oper- 
ator that was bought by MCI 
of the US. Such an equity 
acquisition would cement a 
strategic alliance that Tele- 
fftnica clinched with MCI 
and WorldCom at the begin- 
ning of the year. 

The purchases from Tele- 
brils represent a quantum 
leap for Telefonica because 
they amount to more value 
and growth potential than 
all the combined might of 
other telecoms companies 
including those in Argen- 
tina, Chile and Peru - which 
are controlled by Telefonica 
Internacion (Tisa), the 
group's international divi- 
sion. 

Fernando Abril, the 
group’s financial director, 
reckons that Telesp alone is 
as big as Tel'efdnica de 
Espafia, the group’s domes- 
tic division, was four years 
ago. The area the carrier 
covers takes in 34m inhabit 
ants, which is only slightly 
fewer than Spain’s popula- 
tion of 39m, and Sao Paulo’s 
gross domestic product, 
which is equal to that of 
Chile, Peru and Venezuela 
combined, accounts for 38 
per cent of Brazil's GDP. 


According to initial fore- 
casts Telefonica reckoned 
that Telesp would double its 
number of lines to 11m and 
quadruple its profits over 
the next two years. Similar 
growth in income through to 
2000 was estimated for Tele 
Sudeste Celular as cellular 
subscribers in Rio de Janeiro 
and Espiritu Santo rose from 
980.000 to 2An. 

In arriving at such fore- 
casts Telefonica is travelling 
along familiar territory, for 
it has established a reputa- 
tion for turning around inef- 
ficient Latin American oper- 
ators. It acquired CRT, a 
regional carrier in Brazil 
that was not part of the Tele- 
br&s franchise, in December 
1996, and within a year 
turned round losses of $14m 
■to a net profit of SlOQm. Net 
profits at Telefonica Peru 
rose from $29m in 1994, the 
year it was purchased, to 
$300m in 1995. 

Given such a track record, 
it is ironic that Telefonica’s 
greatest coup should have 
come virtually on the eve of 
sustained stock exchange 
turmoil that hit emerging 
markets hard. Within a 
month the biggest blue chip 
on Madrid's Bolsa saw its 
share price lose more than 
40 per cent of its value. 

What Mr Villalonga pro- 
claimed to be proof of Tele- 
fonica's strength was viewed 
by nervous investors as evi- 
dence of the group’s underly- 
ing weakness. He saw Tele- 
fonica’s dominant position in 
Latin America as its best 
asset; they saw it as its 
worst liability. Instead of 
basking In the glow of inves- 
tor appreciation, Mr Villa- 
longa and his team have had 
to work hard to reassure 
fluid managers that Telefon- 
ica’s Brazilian adventure 
makes sound strategic sense. 

At the time of the pur- 
chases from Telebr&s, Tele- 
fonica said that it expected 
the acquisitions to dilute 
earnings by 2 per cent this 
year, by 3A per cent next 
year, and by l per cent in 
2000, after which the new 
units would be earnings 
enhancing. Mr Abril, the 
finance director, believes 
that, in spite of the financial 
tremors now affecting 
America, the outlook for 
earnings per share remains 
on schedule. 

Mr Abril argues that, even 
in an extreme scenario of 
regional recession, the Lag- 
tin American telecoms 
industry In the region will 
continue to grow. He says 
Telefonica is not signifi- 
cantly changing Its budgets 
in the wake of the market 
turmoil, and that any lower 
revenues caused by sluggish 
growth will be offset by an 
attack on costs. 

The logic of this optimistic 
argument Is that telecoms 
penetration is so low in 
Latin America, and specifi- 
cally in Brazil, that it will 
increase even in the direst 
economic circumstances. 
There are around 10 lines 
per 100 inhabitants in Brazil 
compared with about 20 in 
Argentina and Chile and a 
European average of 50. 

There is a waiting list oi 
some 5m lines in the Sao 
Paulo area, and Mr Abril 
argues that even in the 
event of a sustained eco- 
nomic slow-down there wifi 
be still be strong demand for 
Telesp tines. A telecoms 
company based in the 
mature European market 
could not ask for more. 



Tom Bums /Madrid 







